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Control in the Corporation 
Part 1 


R. KEITH YORSTON 


HE consolidating English Com- 
ponies Act of 1862, which was 
ed as a model by each of the Aus- 
Wralian states, enunciated a policy of 
pst complete laissez faire in com- 
ty formation and administration. 
fadual inroads have been made on the 
lute freedom to form and manage 
panies and the general reaction is 
against the extreme liberality of 
middle of the last century. A 
proportion of the industrial 
‘Wee of our nation has been trans- 
fered from individual ownership to 
Wnership by companies. This trans- 
fr has vitally affected the very means 
livelihood of investors, the employ- 
of companies, and, legally, the 
of property tenure. “The 
brce of ownership from control con- 
ent on that process almost neces- 
involves a new form of economic 
sation of society.” 
or to this century the typical 
hess unit was that owned by an 
lividual or by a small group of in- 
uals, whose wealth determined, 
or less, the size of the unit. The 
al business enterprise was man- 
fed usually by the owner, or when 
owner did not directly manage he 
f so indirectly through a manager. 
number of employees in such a 
al unit of business was not large. 
“mpanies remained relatively small 
id it was possible to obtain most of 
pertinent information regarding 
cial operations by observation 


and by word of mouth from a few ex- 
ecutives. Very little control was ex- 
ercised by the state over private enter- 
prise. The individual had almost com- 
plete freedom of contract. The em- 
ployer could make any bargain he 
liked with his employees. 


This is vastly different from the pre- 
sent scene, with the large corporation 
in which the investor (the owner) has 
no contact with the employee and in 
which the state regulates many mat- 
ters which until quite recent times 
were deemed to be purely matters to 
be settled by the “owner”. The pub- 
lic, as consumer of the product or ser- 
vice of the eorporation, is more aware 
of the activities of the large company 
than it formerly was of the many small 
firms competing to supply goods or ser- 
vices. Ownership becomes more dis- 
persed, but power becomes more con- 
centrated in the modern corporation. 
The corporate system “bids fair to be 
as all-embracing as was the feudal sys- 
tem in its time’”’.? 


Ownership and Control 


The changes which have occurred 
since the passing of the first Companies 
Act have been profound and have had 
considerable effect on the economy of 
our nation. The first change noted is 
the size of the individual business en- 
terprise which is accompanied by a 
considerable dispersion of the owner- 
ship of the company. A direct result 





1, Berle and Means: The Modern Corpora- 
d and Private Property. 
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2. Berle and Means: The Modern Corpora- 
tion and Private Property. 
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of these two factors is that control by 
owners of business enterprises is being 
less and less exercised by active par- 
ticipation in the function of manage- 
ment and this aspect of ownership is 
being delegated to professional and 
trained managers. 


In the earlier companies there 
existed a high degree of control as the 
owner, as is often the case in small 
business units, gave personal super- 
vision to the affairs of the company. 
The growth in the size of the business 
unit and the complexity of company af- 
fairs necessitated a division of acti- 
vities and gradually the personal 
supervision of the owner diminished. 
As the size of the business unit ex- 
pands so the number of employees in 
the corporate business increases.* 


CONTROL BY DIRECTORS 


As the corporate idea grew in popu- 
larity and as many persons became 
holders of shares in companies the 
role of the director of a company be- 
came established. The control of the 
corporation as exercised by directors 
is now a feature of the company sys- 
tem. Often directors are not the main 
shareholders and only infrequently do 
they represent the large shareholders. 
In some companies some of the direc- 
tors may not even be shareholders. 
Directors may thus control the policy 
of a company in which they perhaps 
have little or no financial interest. 


Directors represent the owners—th 
shareholders as a body. Quite fre 
quently one person will act as a dire: 
tor of many companies—he becomes ip 
effect a “professional” director. 


It has been pointed out in a wel. 
known case by Viscount Haldane, L£, 
that “a corporation is an abstraction, 
It has no mind of its own any more 
that it has a body of its own; its ac. 
tive and directing will must conge 
quently be sought in the person of 
somebody who for some purposes may 
be called an agent, but who is really 
the directing mind and will of the cor- 
poration; the very ego and centre of 
the personality of the corporation.” 


Rights of Shareholders 


The theory of our Australian con- 
pany statutes (like the English sys 
tem from which it is inherited) is that 
the shareholder is in control of the 
company’s affairs. The method of con- 
trol is, however, indirect. The share 
holder, as such, has no direct contr 
of the company. The primary right 
shareholders have of exercising their 
influence over the corporation is their 
right to select those who are to consti- 
tute the board of directors. 


In the early days of limited liability 
companies, investors were usually 
people of wealth who had knowledge 
of, and experience in, financial mat 
ters; or if they were not, their affairs 
were administered by advisers who 
had such knowledge and experience. 





3. The paid-up capitals (not the share- 
holders’ funds) of some of the larger com- 
panies listed on the Sydney Stock Exchange 


Broken Hill Proprietary Co. Ltd. Baten 
Australian Paper Manufacturers Led. oe les 
Colonial Sugar Refining Co. Ltd. EY ay 
British Tobacco Co. (Aust.) Ltd. . 

es 7 eal Chemical Industries Aust. and N.Z. 


Australian Consolidated Industries Ltd. ae 
Dunlop Rubber Australia ape 5% +9 
Courtaulds (Aust.) Ltd... .. 


Total for 8 Companies .. .. .. .. .. .. 


and the pugveuintete number of shareholders 
and employees in each company at 15 Jaly, 


1953, were:— 
Approx. 
No, of 
Employees 


5,000 


Approx. 
Paid-up No. of 
Capital Shareholders 


£24,969,074 36,500 
16,307,149 28,000 
14,040,000 12,200 
12,421,369 14,000 


11,948,750 8,950 
8,540,838 12,400 
6,994,350 14,100 
6,455,000 8,500 


£101,671,530 184,650 





66,400 





4. Lennards Carrying Co. Ltd. v. Asiatic Petroleum Co. Ltd. (1915) A.C. 705 at p. 713 
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CONTROL IN THE CORPORATION — Continued 


In the last hundred years there has 
yen a considerable redistribution of 
wealth, so that now many investors 
have sufficient wealth to enable them 
to have share-holdings in companies. 
This tendency is growing at the present 
time, and the number of shareholders 
is likely to increase further, with a 
corresponding diminution in the size 
of the average shareholding. The 
small investor seldom takes a close in- 
terest in or attends meetings of the 
companies in which he holds shares.® 
Directors are thus elected to control 
the affairs of the company. Directors 
ae appointed as agents to manage 
the affairs of the company for which 
they act.® 

The company is a separate legal en- 
tiy and “in directing the management 
of a corporation one of the main tasks 
of the board of directors is to assure 
the corporation’s continuing existence.” 
Changes may take place in the mem- 
bership of the board of directors, in 
the executive officers, in the staff, and 
in the members of the company, but 
the company continues to exist. 


The Directors’ Function 


Although the Companies Acts of 
ach state (except Tasmania) require 
the appointment of directors in the 
tae of public companies (in New 
South Wales directors are also re- 
qired in proprietary companies) the 
Acts do not outline the functions of the 
ward except mainly to indicate penal- 
tes for breaches of duty. Table A of 
the Act in each state indicates that 
‘the business of the company shall be 
mmaged by the directors”. Except 
i small companies the word managed 
aannot have the meaning usually attri- 
buted to it. The word managed in the 
dlause is, it is suggested, a relic of the 
past when companies were much 


5. Report of the Committee on Company 
law Amendment (in England), June, 1945. 
68. R. Brown in Company Directors suc- 
tnetly deals with the legal aspects of direc- 
ors in Australia. 

1. Copeland and Towl: The Board of Direc- 
rs and Business Management. 
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smaller in size. The directors control 
the corporation through the manage- 
ment but do not, as a board, actively 
manage the affairs of the company. 

As management becomes more than 
ever before divorced from ownership, 
there is the danger that the interests 
of those who have invested their funds 
in limited liability companies and who 
are the owners may be overlooked. An 
important task of a board of directors 
is naturally that of controlling the af- 
fairs of the company so that the in- 
terests of the shareholders are safe- 
guarded. Managements may be in- 
inclined, at times, to regard the share- 
holder as a necessary nuisance and 
may be inclined to question the de- 
sirability of the payment of a dividend 
when the management considers the 
money so paid out could be better 
utilised in furthering the company’s 
activities. 

The task of directing the affairs of 
the company so that its continued exis- 
tence is assured and thus the interests 
of the shareholders preserved can be 
divided into two main divisions: (a) 
policy making® and (b) policy imple- 
mentation and day-to-day problems. 


Control through Management 


The most important function of the 
board of directors is that of policy 
making. The legal provision that a 
company is to be managed by its board 
of directors cannot be interpreted, as 
a practical matter, in the sense of 
handling the day-to-day operating de- 
tails and making the executive de- 
cisions which are constantly called for 
to keep the enterprise effectively in 
operation.® The board of directors 
delegates the operating management 
of the company to the chief executive 





8. Whether or not policy is a matter which 
grows with a company and is thus more or 
less a day-to-day accruement is a matter for 
discussion. Policy is stated by some to be 
that which is collated by the managing direc- 
tor who is the channel for presenting it to 
the board for its approval or otherwise. It 
is suggested, however, that the broad lines of 
policy emanate from the board itself and are 
thus not a day-to-day accruement. 

9. Copeland and Towl: The Board of Direc- 
tors and Business Management. 
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and his staff’® but it remains the re- 
sponsibility of the board to make sure 
that the operations are efficiently and 
properly conducted. The board’s task 
is to direct the management of the 
corporation’s affairs. Its control is 
through the management of the com- 
pany and one of its important tasks is 
to ensure a continuity of able manage- 
ment. “The proper business of a board 
of directors is not so much to manage 
the company’s affairs as to direct the 
management.”"4 The board of direc- 
tors in order to carry out its functions 
satisfactorily cannot be continually 
troubled by matters of detail. 


In a most interesting study of direc- 
tors and their duties Professor Baker 
points out that directors play a dual 
role. One of these roles has to do with 
the part directors play in policy mak- 
ing; their know-how, or the drive 
needed to achieve profits. The other 
has to do with the part directors play 
in trusteeship, i.e., in keeping a balance 





10. R. G. Baxter: The Role of Directors 
in Developing Executives for Top-line Re- 
sponstbitities, states :— 

“Despite wide variations in practice and be- 
lief, however, there appears to be some agree- 
ment that among the functions of a board of 
directors, the following are basic. Directors 
have responsibility for:— 

1. management succession and compensation, 
and the development of executive ability 
(i.e., the continued existence of the com- 
pany, the board being, in effect, ‘the 
agency of corporate immortality’) ; 
delegation of authority for administrative 
action and avoidance of becoming involved 
in administrative duties (except as execu- 
tive directors) ; 

. determination of objectives and policies 
of broad corporate significance such as 
prices, industrial relations, expansion and 
new products, changes to capital struc- 
ture and lines of credit, and public rela- 
tions; 

. establishment of adequate controls to 
enable the board to check its progress not 
only as to short- and long-term finances, 
a the immediate profits and forward 
budgets, but also as to the discharge of its 
trusteeship responsibilities.” 


11. A. Read: The Functions of the Board 
of Directors and their Relationship with 
mee gement, in “British Management Re- 

*, January, 1953. 
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among the interests of sha 
employees, customers, and the public” 


“In a large corporation the authority 
for translating statements of 
into action is delegated by the boay 
of directors to the company’s chi¢ 
operating executive. Of course, th 
board still has the responsibilities ¢ 
seeing that the policies are put intp 
action and of checking up on result, 
But the administrative task of puttin 
the stated policies into effect reg 
on the chief operating executive whe, 
in typical large companies, has a staf 
of experienced and trained specialisy 
charged with the operation of the vari 
ous functional segments of the bus. 
ness.”2* One important duty of 
board of directors is to see that th 
general manager is not isolated and 
provide him with a body of 
who are not afaid of him and who cm 
give him free and unfettered advice 
It is suggested that in public com 
panies the post of managing director is 
an outmoded concept—a _ carryove 
from the time when companies wer 
smaller in size and of a family nature 


In practice a managing director tend 
to build up loyalties to himself. Th 
appointment of a general manager, 
with a seat on the board if deemed de 
sirable, is a more modern and realistic 
concept. 


Implementation of Policy 

Although directors chart a course of 
action it is essential that the board 
periodically investigate the implemer 
tation of its policies. Under the co» 
trol of the directors a company ope 
ates :-— 

(a) to earn sufficient profits to enable 
dividends to be paid to its mem 
bers. ; 

(b) to provide the goods or servi# 
the community requires. 

(c) to provide employment for its el 
ployees and give an adequate r 
turn to its work force. 

(d) to pay its just taxation. 


wd 





12. Baker: Directors and their Function. 
18. Mace: The Board of Directors in Smal 
Corporations. 
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CONTROL IN THE CORPORATION — Continued 


An important function of the board 
df directors in ensuring the stability 
and continuity of a company is the 
giection of those to fill vacancies in 
the directorate. There is often criti- 
dsm of an Article of Association which 
empowers the board to fill casual 
vacancies. Usually, however, the 
ard is better able to judge the fit- 
ness of a person to be a director than 
the widely dispersed shareholders. In 
my case, members have the power, at 
the appropriate time, of removing a 
director of whom they do not approve. 
The giving to the directors of the 
power of filling vacancies tends towards 
the appointment to the Board of those 
who will work in harmony with the 
aisting directors, and this aids in 
suring the stability and continuity 
of the company. 


Qutside Directors? 

Apart from the question of whether 
the members have, or should have, any 
diective say in choosing who are to be 
directors of a particular company, 
mother aspect which requires con- 
sideration is whether the directorate 
shuld be comprised of persons giving 
their full time to the affairs of the 
empany or be “outside” directors. 


Advantages of Full-time Directors 

LInside directors know the details 
of the business more intimately 
than outside direetors. 

2The corporation is their primary 
interest. : 

§.They devote almost full time to the 
affairs of the company. 

{First hand participation by execu- 
tives in policy making tends to en- 
sure better execution of those 
policies. 

4A senior officer speaking as direc- 
_ occupies a strengthened posi- 
on. 

Key executives can be attracted 
and held more easily. 

.With all key executives on the 

rd, most important functions 
are represented when problems and 
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policies concerning those functions 
are being considered. 

8. Special or emergency board meet- 
ings can be held with greater 
facility. 

9.The board may meet with greater 
frequency. 

10. The executives incur greater re- 
sponsibility and may be account- 
able for a higher degree of per- 
formance than outside directors. 


Disadvantages of Full-time Directors 


1. Inside directors often lack the in- 
dependence of outside directors be- 
cause of allegiance to higher offi- 
cials. Directors should be able to 
deal on equal terms with other 
directors and executives. 


2. There is a greater temptation for 
inbreeding and self perpetuation. 


3. There are no outside points of view 
on questions of finance, expansion 
and economics. The shareholders’ 
and public’s interests are not so 
dispassionately reviewed. 

. When officer-directors own a large 
part of the shares, other share- 
holders have little representation 
unless there are outside directors. 


. The board acts less as an indepen- 
dent supervisory body than it 
should. 


. Difficulties are often encountered 
in setting salaries and profit shar- 
ing arrangements of director execu- 
tives. 


. Members of an officer board in ef- 
fect approve their own fitness for 
their positions. 


. Large shareholders who are not 
executives have no voice on the 
board. 


. The company already has the full- 
time services of the executives and 
gains no further ability or experi- 
ence that is not already available 
to it.’ 


14. The advantages and disadvantages of 
“inside” directors are adapted from a sett 
ee H. Blamey in “The Secretary”, Ap 
1963. 
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The Australian System 


The Australian system is to elect as 
directors men who are either active in 
the management of the company or 
who represent some prominent interest 
in the company. This interest may be 
a financial interest or be a community 
or business interest. “Outside” direc- 
tors devote only sufficient time to the 
affairs of the company as will enable 
them to attend board meetings of the 
company, give consideration to matters 
discussed at board meetings in between 
meetings, and study reports sent to 
them by the management. 


Outside directors tend to prevent 
other members of the board getting 
“too close” to their jobs. Persons who 
are in no way concerned with the 
operating activities of the company 
make possible a more detached outlook 
when decisions are required. 


A subject upon which I consider an 
energetic member of the Society 
might undertake some research is in 
connection with the need for ascertain- 
ing whether there is any relationship 
between the size of a company and the 
proportion of full time to outside 
directors. 


Shareholdings of Directors 


The following questionnaire was 
completed by the secretaries of 130 
Australian public companies :— 

Number of Directors of Company 

Of these Directors— 

Full time Directors number 
Directors giving part time to the 
Company’s affairs number 
The approximate average share- 
holding of each Director in the 
Company of £1 shares (or 
equivalent) i 
The approximate paid-up capital 
of the Company is 
_ An analysis of the replies is shown 
in Table I (see pp. 239-40). 


The selection of the 130 companies 
was an entirely random one—they are 
companies appearing in Rydges 1953 
Year Book and listed in the A to E 
sections thereof. The only “hand 
picking” was to discard a few of the 
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very large companies so as not to dis 
tort the result and to eliminate eon. 
panies in Western Australia. The ly. 
ter were discarded in order thy 
quicker replies might be received, 4 
few other companies are included, th 
information being supplied by pm. 
fessional associates. 


The companies are all public con. 
panies and they are all listed on th 
stock exchanges. Some in replying 
indicated that the figure for director; 
holdings would be misleading as many 
directors had shares registered in the 
names of their wives and familie 
As in my previous survey of share 
holdings, some companies declined t 
supply the information I requested 
although it is all available on the Regis 
trar-General’s files. 


This survey, the first of its kind! 
know of being made in this country, 
shows that in Australian public com. 
panies listed on a Stock Exchange th 
average directorate consists of five to 
six members. About two of these ar 
full-time directors and something les 
that four are part-time. The average 
shareholding (the disclosed holding) is 
£6,470 per director. The average paid- 
up capital of the companies surveyei 
is about £370,000. 


Degree of Control 


Although the board is not concerned 
with the day-to-day administrative 
operations, the directors must check t 
see that management secures results 
This necessitates more attention to the 
company’s affairs than mere attent- 
ance at meetings. Directors can make 
contributions of great significance by 
their informal activities. ‘These cot- 
tributions come through consultations 
with executives by telephone, at lu 
cheon, by an exchange of letters, # 
committee meetings, or through visits 
to laboratories, factories and _ offices 
The responsibility of a director for ct 
porate management involves mu 
more than just being present at meet 
ings; there are other, more important 
yardsticks of performance.”® 





15. Baker: Directors and their Function. 
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CONTROL IN THE CORPORATION — Continued 
TABLE I. 
Shareholdings of Directors of 130 Australian Public Companies. 








Average Total Paid-up 
Company No. of Full Part Shareholding Shareholding Capital of 
Directors Time Time of Director of Directors Company 
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Table I—Continued 


Average Total 
No. of Part Shareholding Shareholding 
Directors Time of Director of Directors 
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Professor Baker in the study already “(b) The Board delegates to the 
referred to concludes his research by chief executive and his sub- 
stating that in spite of the wide varia- ordinate executives authority 
tions in practice, the following points for administrative action. 
are believed to outline the basic func- “(c) The board discusses and ap 
tions of an effective board of directors proves objectives and _ policies 
in discharging their responsibility for of broad corporate significance, 
prudent management of the whole en- such as pricing, labour ret 
terprise :— tions, expansion, and new pr 

“(a) The board selects the chief ex- ducts, as well as payment of 

ecutive and senior officers and dividends, changes in capital 
makes certain that able, young structure, loans, lines of credit, 
executives are being developed. and public relations. 

Also the board controls execu- The board checks on the pre 
tive compensation, pension and gress of the company not 0 
retirement policies. as to immediate profits but 
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also as to the discharge of its 
trusteeship responsibilities. 
Budgets, reports, inspections 
and other controls aid direc- 
tors in carrying out this func- 
tion. They serve as the basis 
for the directors’ most effective 
approach, which is to ask dis- 
cerning questions from an in- 
dependent outside point of 
view. 
‘Directors should not become involved 
in operations except as they have of- 
feial executive responsibilities 
stherwise there would be confusion 
md disruption of executive author- 
ity.”""* In the interesting paper by 
4. Read ** already referred to, the 
duties of directors are listed as under: 

1, Determining policy. 

2, Appointing and supervising com- 
petent officers to carry out day- 
to-day management. 

. Ensuring that changes in the 
organisational operation of the 
company are made appropriate 
to the conditions in which it oper- 
ates. 

. Securing continuity and stability, 
ie., promoting a healthy corpor- 
ate spirit, internal harmony, sol- 
vency and the checking of re- 
sults by pertinent enquiries. 

. Dealing with difficult situations. 

. Protecting the interests of the 
shareholders. 


CONTROL BY MANAGEMENT 


As already indicated the directors’ 
ontrol of the corporation is by deter- 
nining the policy to be pursued; the 
inplementation of that policy, the ac- 
ve control, is in the hands of others. 


The eclipse of shareholders by man- 
yement has been predicted'* but this 
i not eventuating in the manner an- 
litipated. A business which may be 
\§. Baker: Directors and their Functions. 


ll. A. Read: “British Management Re- 
Tew”, January, 1953. 
18. Burnham: The Managerial Revolution. 
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entirely personal in its nature and 
founded by one person may be devel- 
oped by sons, daughters and other re- 
latives so that it grows to a size at 
which the additional capital which may 
profitably be employed is beyond the 
wealth of the original personal owners. 
A public company flotation usually 
follows, and the business enterprise 
then becomes in its control and man- 
agement partly personal and partly 
impersonal, for the capital is then dis- 
tributed on the one hand between the 
founder, his family and relations and 
on the other amongst the general field 
of investors. 


Generally while the originators or 
their dependants remain there is a 
reasonable personal link between 
ownership and management, but the 
inevitable tendency is towards a dimin- 
ishing proportion of the personal fac- 
tor. Sooner or later it falls below the 
point of half and half, and in due 
course there tends to be a distribution 
of the capital between a small close 
personal circle holding a minority of 
the capital and a widely disseminated 
unknown personnel of private investors 
holding the majority. The divorce of 
ownership and management has oc- 
curred. 


Directors control the policy of the 
company but management will carry 
out the policy directed by the board. 
The active management of the com- 
pany is placed in the hands of the 
executives of the company headed by a 
general manager. A general manager 
acts in a dual capacity; he acts firstly 
as a director (if he occupies a seat on 
the board) and as such, in collabora- 
tion with the other members of the 
board, arrives at decisions on policy 
and the direction of management; 
secondly he decides questions of man- 
agement within the framework of the 
policy dictated by the board. 

Although fairly extensive powers 
may be delegated by the board to the 
general manager to manage the com- 
pany’s business, certain powers are 
generally retained to the board as a 
body: e.g., incurring capital expendi- 
ture beyond a certain limit, borrowing, 
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instituting new projects and other 
matters of importance,’® 


Management’s Task 

Management, being on the job daily, 
has the task of carrying out the policy 
of the board of directors and thus has 
a very important and intimate control 
over the affairs of the company. Ex- 
ecutives, being closely engaged in the 
day-to-day activities of the company, 
are often not the best persons to watch 
technological changes, the need for 
new products or services occasioned by 
changes in public taste, or to gauge 
variations in the political or economic 
climate. In matters such as these the 
board of directors can assist. 


One of the most positive weapons 
against the many isms that assail our 
free enterprise system is full and com- 
plete frankness on the part of man- 
agements with respect to the affairs of 
the companies which they direct. Sus- 
picion and distrust are the result of 
secrecy and non-disclosure of the re- 
sults of companies’ operations. Com- 
plete frankness will tend to allay the 
suspicion of the small shareholder, the 
employee and the general public that 
they are not informed as to the prac- 
tices and motives of corporate manage- 
ment. They must be convinced by 
complete frankness that the purpose 
of modern company managements, re- 
gardless of what they might have been 
in the past, is not exploitation but a 
desire to raise the standard of living 
of all concerned, and thus to benefit 
the individual company with which 
they are connected. 


Management’s main task is to con- 
trol the affairs of the corporation so 
that the goods it produces or the ser- 
vice it renders will be such that the 
corporation will be successful. The 
corporation will be deemed successful 
if it earns profits. The continued pro- 
fitable existence of the corporation be- 





19. In practice an establishment chart is 
prepared and a general manager is not able 
to dismiss (although he may suspend) per- 
sons above an indicated level. 


242 


comes the main aim of management. 
the balance sheet is replaced in jp 
portance by the revenue statement: 
the net income of the corporation fg 
an accounting period becomes ¢ 
greater importance in determining th 
success of a corporation than the posi. 
tion as disclosed by the balance shed 
Having earned profits, management 
watches over the division of those pro. 
ceeds to the factors which have enable 
the prosperity to be achieved. Sy 
cess requires that each factor 
reasonably satisfied with its share o 
those profits—employees must be satis 
fied in order to achieve continued pm 
duction, suppliers of materials to kee 
up the supply, the public to encourag 
even greater patronage, the gover 
ment to permit a continuance of open 
tions and, possibly lastly, members in 
order that new capital will be forth 
coming when expansion of the cor 
poration requires it. Each factor 
may, if not satisfied with its share of 
“the cake”, withhold its support—but 
the member is in the least favourable 
position to withhold support. 


Management Control Increasing 


The growth of the corporate enter. 
prise has placed the once dominant 
owner in a position of virtual helpless 
ness. The change in the economit 
position of the member which has «- 
curred owing to the development of 
the corporation has not yet been re 
cognised by the law. The law stil 
assumes that the member controls the 
corporate entity. Formal recognition 
is overdue that management represents 
many other interests than the members 
of the corporation. Owing to lack d 
organisation the members of a coi 
pany are thus least able to bring pre 
sure to bear on management. In 
the other groups whom managemett 
has to satisfy are better situated t 
exert influence. Customers can 
other resources for their pu 
Government can harass managements 
with regulations, and can demand re 
ports and documents. The public ca 
adopt a hostile attitude which hamper 
operations. Not least of these pr& 
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CONTROL IN THE CORPORATION — Continuea 


sures is exercised by employees in the 
enforcement of their demands.*° 


Subject as it is to these various pres- 
gure influences, management considers 
itself less responsible to the members 
than to the corporation as a whole. 
As the size of the corporate unit ex- 
pands, management realises its respon- 
sbility to employees, customers, sup- 
pliers of materials, dealers, the govern- 
ment and to the public in general. The 
members tend to become regarded as 
merely one component part in the cor- 
porate whole. 





2. Group Interest and Managerial Enter- 
prise, by Knauth, in “The Journal of Indus- 
trial Economics”, April, 1953. 


As corporations grow in size, so do 
the directors become less powerful in 
the actual administrative control of 
the company, which tends more and 
more to pass into the hands of active 
managements. The detail control 
used by management of the internal 
operations of a company, such as the 
use of budgets, short period financial 
statements, break-even analysis, dif- 
ferential costing and other similar 
aids, is beyond the scope of this paper. 
I suggest that the place of manage- 
ment in the control of corporations is 
increasing in importance and that 
statutory and legal recognition of this 
fact is overdue. 


Part 2 of this lecture will appear in the July issue. 





Short is Short but Long is Not Long 


Now that Sharkey’s Case’ has over-ruled 

Hornby’s Case* the two rulings provide a 
tignificant commentary on the importance of 
theory in practice. 


Although the use of analogy in accounting 
literature is rather overdone these days, on 
this occasion an aside reference to a paradox 
in mathematical logic put up by Bertrand 
Russell (but paraphrased here with all due 
) can be useful in helping to make 
the point of this note. Imagine a village 
which has one barber. This barber shaves all 
ose persons who do not shave them- 
wives. There are thus two classes of persons, 
mmely those who shave themselves and those 
vho are shaved by the barber. The question 
is, does the barber shave himself? The answer 
is that if he does he doesn’t and if he doesn’t 
he does. Whilst invention of contradictions 
sone of the lighter sides of mathematical 
it is not an unprofitable activity from 

the developmental point of view. 


In Sharkey’s Case, X carried on two activi- 


ties, one a stud farm, the other horse racing, 
former being taxable but the latter non- 





L Sharkey v. Wernher (1954), 3 W.L.R. 367. 
2 Watson Bros. v. Hornby (1942) 24 Tax 
Cas, 506. 
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taxable. Should horses taken from the stud 
unit to the racing unit be valued at cost or 
market price? The Court said cost since a 
man cannot make a profit out of himself. 
There were two accounting entities involved 
here, each with the same personal substratum, 
namely X. The important point to make is 
that an accounting for each entity in order, 
say, to ascertain the economic profit of each 
may be one thing, but the combining of the 
entities for another purpose, say for taxation 
or other law, may be another thing. 

The trouble in our profession is that some 
persons believe that an accounting in one way 
will prejudice an accounting in another way. 
This is partly due to a misconception about 
the operation of certain rules of law and is 
fostered by the absence of an authoritative 
institutional code. The moral is clear. 

Incidentally, in Hornby’s Case the Court 
had held that day-old chicks transferred from 
a hatchery to a farm should be valued at 
market price (now over-ruled as above- 
mentioned). 

A particular application of the axiom that 
a person cannot make a profit out of himself 
(for some purposes) is the treatment of the 
surplus of members’ contributions over ex- 
penditure of a club as non-taxable. 

—S. R. BROWN. 





The Reducing Balance Method 
Further Considered 


F. K. WRIGHT 


R. BARTON’S rejoinder to my de- 
fence of the reducing balance 
method (The Australian Accountant, 
May, 1955) reveals a great deal of 
common ground between us. We agree 
that no single method of depreciation 
is likely to fit all assets equally well; 
and we agree that the method chosen 
in any particular instance should be 
“that method which results in the clos- 
est approximation to matching cost 
with the flow of benefits”. 

The disagreement between us can be 
reduced to one fundamental point of 
principle and one or two points of de- 
tail. 

The issue of principle is this: Mr. 
Barton has taken gross return from an 
asset as the measure of the flow of 
benefits, whereas I have taken the net 
return after deducting the cost of re- 
pairs and maintenance. 

In deciding whether to purchase a 
particular asset, most people would be 
guided by the relationship between 
capital cost and the expected flow of 
benefits net of repair costs. It is 
rather difficult to see why a different 
measure of benefits should be used to 
apportion the capital cost over the life 
of the asset. Mr. Barton’s argument 
for disregarding repair and mainten- 
ance costs is contained in four sen- 
tences which I should like to quote and 
discuss. 

1. “Depreciation occurs despite the 
maintenance and repairs which are ex- 
ecuted to keep the plant in an efficient 
running condition.” Agreed. 

2. “Depreciation can only be made 
good by replacement.” Agreed. 

3. “Maintenance and repair policies 
enter into the estimate of efficient 
working life.” They do, through their 
effect on the flow of benefits. After a 
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time, maintenance and repair costs 
together with loss of output through 
deterioration and obsolescence, reduce 
the benefits to a point where replace. 
ment is indicated. 

4. “The time of expenditure on main 
tenance and repairs should not bh 
used to distort the allocation of plant 
cost over that life by coupling thes 
expenditures with the depreciation 
charges.” To my mind, this does no 
follow in any way from the three pre 
ceding sentences. 

It seems to me that Mr. Barton ha 
confused two propositions: the pro 
position that depreciation charges ar 
not designed to provide for mainter- 
ance costs—which is true—and the 
proposition that depreciation must not 
be influenced by the expectation of 
maintenance costs—which is false, 

As a result of this confusion, he has 
disregarded increasing maintenance 
costs as a factor reducing the benefits 
from an aging asset, which leaves him 
with only obsolescence and loss of out- 
put to consider. As he rightly points 
out, the effect of these two factor 
alone would rarely justify application 
of the reducing balance method. 
three factors taken together, however, 
yield quite a different picture. 

In another part of his rejoinder, Mr. 
Barton points out that the reducing 
balance method gives rather absurd re 
sults when used to depreciate an asst 
to a very small scrap value over! 
short period. In a table illustrating 
this point, he applies a depreciation rate 
of 60% to reduce an asset pur 
for £1,000 to a residual value of 4ll 
over a period of five years. This giv 
a depreciation charge of £600 in th 
first year, and of only £96 in the 
year. Surely, he argues, it is a 
to believe that an item of plant in the 
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REDUCING BALANCE METHOD — Continued 


third year of its life would yield only 
one-sixth of the benefits produced in 
the first year. 

Admittedly this seems rather un- 
likely; but a similar criticism could be 
made of the straight-line depreciation 
of this hypothetical asset. Surely an 
item of plant which has been yielding 
an undiminished return for five years 
would not suddenly, at the end of the 
fifth year, cease to be worth anything! 
[would suggest that the figures in Mr. 
Barton’s table owe their absurdity 
more to the assumption of no scrap 
value after five years than to the ap- 
plication of the reducing balance 
method. 

Of course there may be a few items 
of plant which do normally behave like 
that—offhand I cannot think of any. 
If there are, I would readily agree that 
they should be depreciated by the 
straight-line method. 

My impression is, however, that 
most firms either have a regular plant 
replacement programme, providing for 
sale of the used plant at some appreci- 
able figure, or retain their plant for 
an indefinite period, generally ten 
years or longer. In either case, the 
absurdly high initial depreciation 
charges quoted by Mr. Barton are 
avoided. 

Mr. Barton has already agreed that 
distortion may not take place where “a 
Policy of early sale is in vogue and 
the plant has a high resale value”. I 
think that this is an understatement, 
and that the reducing balance method 
gives quite reasonable results where 


any appreciable resale value remains 
after several years. This contention 
is illustrated by a hypothetical case 
study at the end of this note. 

In the case of plant retained for an 
indefinite period, the straight-line 
method will give reasonable results 
only if the life of the asset has been 
estimated with a high degree of pre- 
cision. Any errors in the estimate of 
the economic life will result either in 
a substantial write-off at retirement, 
or in no charge at all during the later 
years of the asset life. As it is often 
very difficult to predict whether a piece 
of machinery just purchased will last 
for ten, twenty, or thirty years, appli- 
cation of the straight-line method may 
lead to considerable distortion of 
periodic results. The reducing bal- 
ance method is far less sensitive to 
errors in estimates of asset life. 

Finally, Mr. Barton makes the point 
that depreciation charges under the 
reducing balance method are repre- 
sented by a downward sloping curve 
convex to the origin, whereas the 
typical flow of benefits is represented 
by a downward sloping curve concave 
to the origin. From this, he draws the 
rather surprising conclusion that a 
straight line without any slope would 
give a far closer approximation to the 
latter curve. This may indeed be so 
in some cases, but it does not follow as 
a matter of logic. In the following 
hypothetical case study, it will be 
found that the reducing balance 
method approximates far more closely 
to the flow of benefits (which would 
give a curve concave to the origin) 
than does the straight-line method. 


APPENDIX 
Let us assume that a machine purchased at a cost of £1,000 is to be 


resold for £300 at the end of seven years. 


Anticipated output, running 


costs and repair costs are given in the following table:— 


Fixed Costs 
excluding 
depreciation 

£40 


Year Output 


20,000 
20,000 
19,000 
18,000 
17,000 
16,000 
15,000 
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Total Cost 
Operating excluding 
Costs depreciation 
£160 £220 
160 240 
152 252 
144 264 
136 276 
128 318 
120 360 


Variable Repair 


Costs 





REDUCING BALANCE METHOD — Continued 


If we now assume a value for the output—say, 1/- a unit—we can 
calculate the net benefits for each year, and allocate the £700 depreciation 
in proportion to benefits, as in the following table:— 

Year Total Cost Value of Output Net Benefits Ideal 

excluding depreciation 
depreciation 
£220 £1000 £780 £126 
240 1000 760 123 
252 950 698 113 
264 900 636 
276 850 574 
318 800 482 
360 750 390 


We can now compare how depreciation calculated by the straight- 
line method and by the reducing balance method compares with the ideal 
depreciation chargeable. 

Year Ideal Straight-Line Method Reducing Balance Method 
depreciation Annual Distortion Annual Distortion 
Charge Charge 

£126 £100 £158 £32 

123 100 133 10 

113 100 1 

103 100 9 

93 100 13 

78 100 li 

63 100 7 


£83 





Company Law Amendment 


The Companies Act 1931 to 1954 of Queensland was recently amended, 
to give additional powers to the Crown Law Officer when an inspector 
has been appointed to investigate a company’s affairs, and also to pro- 
vide greater protection for minority shareholders. An article by Austin 
Donnelly, A.A.S.A., which describes fully these interesting amendments, 
will appear shortly in this journal. 
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Further Note 


On a Submission to the 
Hulme (Depreciation) Committee 


A. A. FITZGERALD 


E note by Associate-Professor 

Chambers in the May issue of The 
Australian Accountant raises doubts 
concerning the validity and adequacy 
of the example upon which the submis- 
sion to the Hulme Committee was 
based. The “hot subject” to which he 
refers extends to the very heart of ac- 
counting theory; and, the influence of 
taxation considerations on accounting 
practice being unfortunately as potent 
as it is, there is real danger that re- 
commendations relating to the manner 
of determination of taxable income 
may be assumed to represent the 
Society’s views on accounting practice 
generally. 

Associate-Professor Chambers’ criti- 
tism of the basis of the submission 
therefore challenges the Society, 
through its Research Committees, to 
make a thorough investigation of the 
whole question of accounting for price- 
level changes — a task which will in- 
volve the most careful examination of 
sxcounting theory and a much wider 
study of particular examples of 
‘tapital erosion” than the special com- 
mittee, in the limited time available to 
it, was able to cover. In this connexion 
it is encouraging to observe from 
another article in the May issue, by 
Mr. R. L. Mathews, that a research 
group of the Society has recently been 
formed in Adelaide to co-operate with 
the University of Adelaide in investi- 
gating the effect of inflation on profits 
and capital structures. Such co-opera- 
tin between practitioners and “ivory 
ower” denizens is surely essential for 

proper conduct of research into ac- 
tounting philosophies. 

Another, and perhaps even more im- 
portant, question arises out of the sub- 
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missions to the Hulme Committee. 
Associate-Professor Chambers himself 
refers to them as “the Society’s sub- 
missions”. They will probably be so 
regarded by the Committee to whom 
they were addressed and by the com- 
munity generally. But there is no 
thing in the submissions to indicate 
whether they have been endorsed, or 
even considered, by the General Coun- 
cil of the Society, or by the Executive 
Committee, or by the Research Com- 
mittee; and there is no practicable 
means of discovering whether they re- 
present the consensus among members 
of the Society. 


On a recent previous occasion re- 
presentations were made to the Gov- 
ernment by General Council, or the 
Executive Committee, which were 
based upon a different approach to the 
problem, and which specifically avoided 
any proposals for change in account- 
ing practices generally, for which the 
profession cannot yet be said to be 
ready, if indeed it ever will be ready. 
The respective merits of the two re- 
commendations are not here at issue; 
but the worst of all possible worlds 
would be for the Society, or its com- 
mittees, to speak officially with two 
voices on the same question. It is to 
be hoped that General Council will 
seriously consider this risk, and will 
develop procedures for the promulga- 
tion of official recommendations on 
vital accounting problems in such a 
way as to preserve consistency and 
continuity and, in specific instances, 
to make clear the extent to which pro- 
nouncements by committees represent 
the considered views of the General 
Council. 
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Students’ Article 


Company Law and Accounts 


“SCRIPTOR” 


There is a danger that students may treat the law 
and accounting for companies as two almost un- 


related subjects. 


Students will benefit greatly 


from treating the law and accounting aspects as 


sections of a homogeneous whole. 


T IS, I think, recognised now that an 
accountant is not fully equipped for 
the practice of his profession unless he 
has a good working knowledge of cer- 
tain aspects of company law. By the 
same token, he would be an ill-equipped 
accountant who knew nothing about 
company accounting. But it may be 
doubted whether a knowledge of these 
two subjects is enough, unless that 
knowledge recognises the close relation- 
ship between the two. Company law 
(as it affects the accountant) and com- 
pany accounting are not two separate 
and clearly distinct fields of study; 
each has exercised a very great in- 
fluence on the other in many ways, and 
in several instances the two fields over- 
lap. 


Consequently, the combination of 
both into the single subject of Com- 
pany Law and Accounts should go a 
long way towards impressing on future 
members of the accounting profession 
the way in which the practice of the 
one is influenced by the other (al- 
though, having regard to the Legal 
Profession Practice legislation, care 
should be taken that the practice of 
company accounting does not extend 
so far as to become the illegal practice 
of law). 


All students of accounting must, at 
some stage in their career, become 
aware of the influence which the 
growth of the business corporation 
has exercised on the practice of ac- 
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counting. Broadly, it has operated in 
these ways:— 


(a) The advantages to be gained 
from incorporation influenced not only 
the number but the size of busines 
concerns. With the consequent growth 
in the volume and complexity of 
transactions there arose a need for an 
economy of labour in recording those 
transactions, and a need for increased 
accuracy in ascertaining the results of 
operations. The result was that book- 
keeping records and procedures had to 
be redesigned to enable more accurate 
and quicker handling. 


(b) In the wider field of accounting, 
the development of the corporation a 
a long-term continuing enterprise 
meant that the “venture” method of 
determining profit was inadequate 
Contributors to these enterprises not 
unnaturally wanted a periodic returi 
on their investment; hence there arose 
new methods of accounting to enable 
periodic profit to be determined. 


(c) Again, there arose the need # 
record and account for long-lived a& 
sets, and this brought in its train the 
development of a technique to é 
the appropriate portion of the cost of 
an asset to be charged against 
period during which the use of 
asset assisted to earn revenue. 

(d) With increasing public invest 
ment in corporations, there came 4 
stage where ownership tended more 
and more to be divorced from manage 
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COMPANY LAW AND ACCOUNTS — Continued 


ment, and to meet the divergent re- 
qirements of managers and share- 
holders it was necessary to devise ap- 
propriate methods of reporting; re- 
ports to the former may well have been 
the forerunner of present cost account- 
ing techniques, while reports to the 
latter ultimately led to the modern 
frms of published accounts. Asso- 
ciated with the growth of published ac- 
counts was the need to protect the in- 
vesting public against financial mis- 
representation by managers, and this 
gradually led to the compulsory ap- 
pintment of an external (and inde- 
pendent) auditor, giving an impetus to 
the development of the auditing pro- 
fession. 

In these ways the growth of the busi- 
ness corporation had a very consider- 
able effect on the accountancy profes- 
son. But of recent years, the reverse 
has been the case, and the accountancy 
profession has begun to exert some in- 
fuence on the direction in which our 
Companies Acts are moving. This is 
hardly surprising, because the profes- 
sion is now organised in such a way as 
to lend authority to recommendations 
and pronouncements made by the vari- 
ws Institutes and Societies. 

These have found expression in the 
“xeounts provisions of the Companies 
Acts in Australia and England. Early 
inthe history of the profession in Aus- 
talia the president of a former insti- 
tute pressed the claims of “family” or 
“private” companies in which the pub- 
le were not invited to become share- 
holders. As a result, the Victorian 
Companies Act of 1896 introduced the 
lew type of commercial entity known 
% the proprietary company. To the 
“countancy profession is thus due 
the introduction into company legis- 
htion of a distinct and useful class of 
‘mpany on which some restrictions 
ie imposed but which possesses free- 

from publicity. The English 
panies Act of 1908 made similar 
revision for “private” companies. 

Another contribution was made by 

lian accountancy and secretarial 
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institutes when they proposed to the 
Victorian Government in 1936-37 that 
provision should be made in the Com- 
panies Act for the separate statement 
of a number of items in the profit and 
loss account and balance sheet of pub- 
lic companies, and that provision be 
made for consolidated statements of 
holding and subsidiary companies. 
The proposals were accepted by the 
Government and were incorporated in 
the Victorian Companies Act of 1938. 
Somewhat similar provisions were in- 
corporated in the English Companies 
Act 1947. 


We find also that the Institute of 
Chartered Accountants in England 
and Wales made a number of recom- 
mendations to the Cohen Committee, 
and that many of these have found ex- 
pression in the accounts provisions of 
the latest U.K. Companies Act. Like- 
wise, the Gedge Committee, investigat- 
ing the question whether or not shares 
of no par value should be permitted, 
may well have relied on evidence sub- 
mitted by the different institutes to the 
effect that the introduction of such 
shares would present accounting prob- 
lems, but none which could not be 
solved. 


This is as it should be, because such 
matters are essentially accounting 
problems, and who is better fitted to 
advise on them than an accountant? 
But he could hardly do so if he were 
unaware of the present state of com- 
pany law, and its defects. 


Again, take the question of what are 
profits available for dividend. There 
is an imposing mass of case-law on the 
subject, and one or two of the decisions 
may, as a matter of law, authorise pay- 
ment of dividend in circumstances of 
which an accountant would hardly ap- 
prove. It may be enough to know only 
one side of the picture, but a fully 
equipped practitioner would be aware 
of both sides. 


Liquidation is another matter which 
requires a knowledge of both account- 
ing techniques and legal rules. _ It 
does not require much effort to imagine 
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COMPANY LAW AND ACCOUNTS — Continued 


the utter confusion which could arise 
if a liquidator abided by the relevant 
provisions but paid no attention to the 
accounting problems, and vice versa. 

These are three fairly obvious cases 
in which it is apparent that law and 
accounting go hand in hand (no view 
being expressed as to which is the 
dominant partner). But there are 
many other cases, too. The questions 
of an increase of capital, or of an is- 
sue of bonus shares, for example, in- 
volve more than making appropriate 
journal entries and the like, but what 
else is involved would not be-apparent 
to an accountant unversed in the pro- 
visions of the Companies Acts. 


Admittedly, there are many aspects 
of company accounting which have no- 
thing to do with company law, just as 
there are many problems of company 


law which are solved without any re. 
ference to company accounting. But 
the purpose of this note is simply to 
point out that on some matters a know. 
ledge of both law and accounting is at 
least desirable, if not essential. [ff 
students treat “Company Law and 
Accounts” as simply a convenient name 
by which to describe two separate and 
somewhat unrelated subjects, they 
may or may not pass the examination; 
even if they do, they will not have any 
real appreciation of the problems that 
arise in connection with the business 
corporation. The only way to gain 
such an appreciation is to realise, while 
studying the subject, that there is a 
considerable degree of interdependence 
between company law and company ac- 
counting; that “Company Law and 
Accounts” is one subject, and that its 
aim is to fit an accountant to be mor 
than a mere bookkeeper. 





Fine Points 
of Commercial Law 


E. H. COGHILL, LL.M. 


Librarian of the Supreme Court of Victoria 


BILL OF LADING DESIGNATING 
FOREIGN COURT 


HE case of Wilson v. Messageries 
Maritimes, which I discussed under 
this heading last February (25 A.A. 
53) has now gone on appeal, the report 
I am using being (1954) 2 Lloyd’s List 
Reports 544. 


Readers may recall that in that 
case plaintiff sued defendant, the well- 
known French shipping line, for short 
delivery of a parcel of steel fence posts 
shipped from Dunkirk to Sydney. The 
action was brought in the Supreme 
Court of New South Wales and defen- 
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dant sought an order that the proceed 
ings be stayed, as the bill of lading cor 
tained a clause providing that all legal 
proceedings arising out of the contract 
should be heard by the Court indicated 
by the bill of lading, namely, either the 
Commercial Court of Marseilles or the 
Court of the Seine. This argument 
plaintiff countered by relying on the 
(Commonwealth) Sea Carriage of 
Goods Act, 1924, s. 9 of which provides 
that “any stipulation or agreement pur 
porting to oust or lessen the jurisdi¢ 
tion of the Courts of the Commonws 

or of a State in respect of any bill of 
lading or document relating to the cal 
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fiNE POINTS OF. COMMERCIAL LAW — Continued 


riage of goods from any place outside 
Australia to any place in Australia shall 
be illegal, null and void and of no 
effect”. 

As stated in my former note, the 
Supreme Court of New South Wales 
refused to stay the proceedings, and 
the defendant appealed to the High 
Court of Australia. 


Before that Court, the appellants 
argued that such a clause as this merely 
had the effect that the parties could sue 
in France if they wished. It was illegal 
to oust the jurisdiction of the Austra- 
lian courts and the clause should not be 
rad as doing so. Accordingly, it was 
nt hit by the Sea Carriage of Goods 
Act, was perfectly valid and should be 
enforced. This, obviously, is arguing 
ina circle. Either the clause is com- 
pulsory or it is not. If it is not com- 
pulsory, why should the Court compel 
its observance? In any case, s. 9 refers 
to clauses which “purport” to exclude 
the jurisdiction of the Court, and 
iithough this clause did not say in so 
many words that the parties could sue 
in France and nowhere else, that was 
tbviously its intention. 

Therefore the High Court dismissed 
the appeal, thus allowing the plaintiff 
continue with his action in New 
South Wales. 


‘JUST AND EQUITABLE”—COMPANY 
TRADING CONTRACTS. 

EADING the Law Reports gives one 

occasional flashes of insight into 
conditions in the country from which 
they come. For instance the Canadian 
reports show how important are the 
inland waters of that country. The case 
of Re Purvis Fisheries Ltd. (1955) 1 
DLR. 93 is a decision of the Court of 
Appeal of Manitoba, dealing with a 
tmpany formed to market fish taken 
from Lake Winnipeg. 


A person named Purvis had been 
fnancing local fishermen, buying their 
fish and selling them to an exporting 
mpany, Manitoba Fisheries Ltd. He 
‘proached this company, and as a re- 
ult the Purvis Company was formed to 
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continue and expand this business, the 
Manitoba Fisheries taking forty-nine 
per cent. of the shares and providing 
additional capital. At the opening of 
the 1954 season Mr. Purvis approached 
Manitoba Fisheries and obtained large 
sums of money to finance fishermen 
during the coming season. Very soon 
after, he entered into a contract to sell 
half his fish to another company, 
Northern Lakes Fisheries, at an in- 
creased price. 


‘Manitoba Fisheries, not unnatu- 
rally, reacted violently. Not only did 
it bring an action for damages and an 
injunction to restrain this alleged 
breach of contract but it obtained an 
order to wind up Purvis Fisheries on 
the ground that it was “just and 
equitable” to do so. Purvis appealed. 


The Court of Appeal of Manitoba, by 
a majority, upheld this winding up 
order. It said that the minority share- 
holders could not feel confidence in a 
majority interest which thus broke its 
contracts right and left. One judge dis- 
sented. He took the view that a wind- 
ing-up petition was not the place to 
pre-judge the action for breach of con- 
tract, and the Court should wait until 
the action had been heard and decided. 
In any case, it seemed to him that the 
petitioner’s complaint was not that Mr. 
Purvis was oppressing the minority 
shareholder, but that that shareholder 
was not being sold fish at a cut rate to 
the detriment of the majority. 


Personally, I think there is a lot to 
be said for the view of the dissenting 
judge. 


WHAT IS A MANAGING DIRECTOR? 


N Harold Holdsworth & Co. v. Caddie 
(1955), 1 A.E.R. 725, respondent 
was the sole shareholder in a textile 
company in Scotland. Appellant, a com- 
pany in the same line in England, 
bought all its issued shares from him 
and entered into an agreement whereby 
respondent was appointed “a managing 
director”—not “the managing director” 
be it noted—of the company, and it was 
provided that “as such managing direc- 
tor he shall perform the duties and 
exercise the powers in relation to the 
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business of the company and the busi- 
nesses of its subsidiary companies 
which may be assigned to him by the 
Board of Directors”. He was to be paid 
a salary and commission and the ap- 
pointment was to last for five years. 


At first he spent most of his time at 
Head Office in Yorkshire, visiting Scot- 
land only at week-ends, but soon he was 
at loggerheads with the rest of the 
Board on certain questions of policy, 
and finally, after about two years, the 
Board resolved “that the managing 
director confine his attentions to the 
Scottish mill .... Permanent arrange- 
ments for management at the Yorkshire 
mill will be made later”. 


Respondent regarded this as a 
breach of his contract, threw up his 
position and sued for £25,000 damages. 


Clearly the resolution was a slap in 
the eye, but was it a breach of contract? 


Of course, on the terms of his ap- 
pointment he was obviously to be sub- 
ject to some direction by the Board. 
On the other hand everyone agreed 
that, if the Board had assigned to him 
the duties of a junior office boy, the 
mere fact that they continued to pay 
him the agreed salary and commission 
would not have prevented their conduct 
from being a breach of contract. Where 
was one to draw the line? Respondent 
contended that he must have some con- 
nexion with head office and some say in 
policy. 


The House of Lords, however, held 
that to be placed in charge of a wholly- 
owned subsidiary company, running its 
own mill, was not an unsuitable post 
for a managing director, and that the 
directors, on the clause already quoted, 
were quite entitled to allot control of a 
subsidiary company to him. Accord- 
ingly by a majority of four to one it 
allowed an appeal from the Court of 
Session in Scotland and dismissed the 
action. 


As the Court of Session and one 
member of the Lords held the other 
way, the case was obviously a close 
one. One has a feeling that perhaps 
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respondent was relegated to the post of 
manager, not managing director, and 
should have succeeded after all. 


REPUDIATING A CLAIM 


EST v. National Motor ete. Ingy. 
rance (1954) 2 Lioyd’s List 
Reports 61, is a queer case. 


Plaintiff took out a burglary ingy. 
rance, in which he stated that the ful] 
value of the property insured (furni- 
ture in a house) was £500, of which not 
more than one-third in value was jewel- 
lery. Subsequently he had a burglary, 
losing property worth £672 including 
jewellery worth £530. Realising that 
he could not sue for that amount, he 
limited his jewellery claim to £166/6/8 
(one-third of £500) and sued for a 
total of £218. On _ investigation it 
appeared that the furniture was worth 
£2,000. 


The company stated expressly that 
it did not repudiate the policy but did 
repudiate the claim. 


Clearly it might have repudiated the 
policy on the ground of mis-statement. 
The Court said that to make a state 
ment of value of household furniture 
a term of the policy so that an error 
in valuation or failure to mention the 
purchase of a new piano just before 
renewal would make the policy open 
to repudiation, was most unfair; but it 
is hard to see on what ground the 
Court could have refused to hold that 
there had been a breach of warranty if 
it had been asked to do so. 


However, that was not what the com- 
pany did. It wanted to approve the 
policy and repudiate the claim. The 
Chief Justice said: “I do not follow 
that at all’. If the policy stood, the 
company had to pay for the risks 
covered by it. Therefore he held that 
the company had no defence and e- 
tered judgment against it accordingly. 


In the course of his judgment His 
Honour suggested that the comm 
“averaging clause,” whereby if you 
insure for only half value you omly 
recover half loss, was much fairer 
gave ample protection to the compally. 
There was no such clause in this policy. 
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Business Archives—For those with 
some sense of historical responsibility, 
the Business Archives Council will ap- 
pal as an important development in 
Australian business. The Council has 
st up a New South Wales Branch 
with strong personnel, including Sir 
Norman Nock as chairman of the pro- 
visional committee, and hopes to de- 
velop in other centres. Its aims in- 
dude indexing existing business re- 
cords with details of location and con- 
ditions of access, helping to preserve 
such records, arranging for libraries, 
te, to accept material which may 
therwise be destroyed, setting up 
@ microfilm library of significant 
material, editing and publishing im- 
portant historical material, sponsoring 
msearch and arranging lectures on 
_ related to its major objec- 
eS. 


Hire Purchase Law in N.S.W.—The 
New South Wales Hire Purchase 
Agreements Act was amended as from 
the beginning of May, to provide that 
0 loans shall be made to enable a pur- 
chaser to pay a deposit, that a de- 
psit of at least ten per cent. of the 
purchase price (i.e., cash price plus 
tharges) shall be obtained before de- 
livery, and to fix penalties for offences 
mder the Act. 


New Zealand Big Timber—The Kin- 
kith mills of N.Z. Forest Products Ltd. 
have now been operating more than 
‘year, and their production figures 
mphasise the magnitude of their 
whievement. The year’s output in- 

42 million board feet of timber, 
2,000 tons of kraft pulp and 16,730 

of paper. The mill provided 10 
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million board feet of timber for ex- 
port and 22,000 tons of pulp for export, 
earning £N.Z. 1.3 million of oversea 
exchange. The annual rate of produc- 
tion has since been stepped up to 60 
million board feet of timber, 43,000 
tons of pulp and 20,000 tons of paper. 

Australia has an important share in 
this industry for a considerable part 
of the share and debenture capital is 
owned here, most of the timber ex- 
ported was shipped here, and more 
than 20,000 tons of the pulp was used 
in manufacturing Australian news- 
print. 


Stimulating World Investment—The 
International Bank for Reconstruction 
and Development plans to set up an 
International Finance Corporation to 
perform certain functions which are 
inappropriate for the Bank itself, such 
as lending to enterprises without gov- 
ernment guarantee, and underwriting 
debenture issues. This important in- 
strument is reported to be scheduled 
to commence at the beginning of 1956, 
with a capital of $100 million which 
will be offered for subscription to mem- 
bers of the I.B.R.D. 


Housing Activity — Recent reports 
suggest that Australian housing ac- 
tivity has slackened somewhat, prob- 
ably because of a continued uptrend in 
costs. The years 1951 and 1952 were 
the best postwar years, with nearly 
85,000 starts in 1951 and nearly 80,000 
completions in 1952. The supply of 
most building materials has now im- 
proved, and immediate delivery is re- 
ported in some major items. The pres- 
sure of commercial building demands 
has, no doubt, affected availability of 
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materials for dwellings, while recent 
rises in interest rates for housing by 
the life assurance societies will also 
support the rising trend of housing 
costs. Assuming that the homebuilder 
borrows £3,000 for an average of ten 
years, the extra half per cent. repre- 
sents £150, apart from the effect of 
compounding. 


Capital Inflow—The scope for further 
inflow of oversea capital must be very 
considerable, for official statistics can 
trace only £17 million net inflow of pri- 
vate capital into Australia for the six 
months to last December. In the face 
of a loss of about £150 million of over- 
sea funds this year, the capital] in- 
flow appears rather insignificant. We 
certainly need not fear that its arrival 
would strain our ability to repay in 
future, nor that there is any danger of 
serious over-stimulus to our industrial 
activity as a result. 


Dearer Money—The future trend of in- 
terest rates is a matter of the greatest 
importance. It not only affects the 
potential borrower and lender, but it 
also seriously affects the holder of 
securities. The expectation of future 
trends is the dominant consideration, 
for if rates are expected to rise, pre- 
sent holders of fixed-interest securities 
find that capital values of their assets 
fall in the market to provide a higher 
effective yield, in line with the ex- 
pected future rates. 


Today, there are signs of rising in- 
terest rates in the competition of hire 
purchase companies to raise funds, and 
in the recently announced increase of 
rates on loans from life societies, while 
some semi-government loans have been 
undersubscribed, allegedly because their 
interest rate is not attractive com- 
pared with other yields available. 
However, bond rate is a dominant fac- 
tor in the whole rate structure, and it 
is unlikely that this will be raised. The 
resources of the Treasury and Central 
Bank are likely to be brought to the 
defence of the bond market, because 
of the disastrous effects on loan costs 
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and on the future of government bor. 
rowing, if the market felt that rates 
would be allowed to move upward 
whenever funds became tight. Buoy. 
ant government revenue also enables 
some capital expenditure to be met 
from revenue surpluses, thus reducing 
the need for new loan money from the 
public. Holders of industrial shares 
are apparently unafraid of a general 
lift in interest rates, for the firming of 
the market is gradually shading equity 
yields, 


Town Planning—Auckland is relatively 
small compared with some of Au- 
tralia’s cities, but a generous offer has 
already been made to help finance a 
Chair of Town Planning at the Auck 
land University College. Supplemen 
tary financial support from the Domin. 
ion Government is awaited to enables 
chair to be established. The proposal 
is to offer a salary of £1,800 (New 
Zealand currency) a year to attract 
an outstanding expert. Auckland's 
problems are certainly complicated by 
topography, but if that community i 
prepared to spend £1,800 a year on the 
matter, it would seem reasonable to 
expect some Australian cities to spend 
at least as much. Auckland, of course, 
is one of the many oversea cities which 
~_ had parking meters for some 
ime! 


Trading Partners—An analysis of Aus 
tralia’s oversea trade shows a marked 
change in the proportion of our exter 
nal trade done with the United King- 
dom over recent years. In 1938-38, 
40% of our imports came from that 
country and she took 55% of our & 
ports. But since the war the position 
has changed very materially. We have 
been taking a higher proportion of ou 
imports from the United Kingdom, 
varying from 42% in 1952-53 to #8 
high as 52% in 1949-50. But the 
United Kingdom has been buying 4 
smaller proportion of our exports. 
1951-52, only 31% of our exports found 
their market in U.K., and the hi 
proportion in recent years was 
41% in 1952-53—a marked chalge 
from the 55% prewar. 
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Australian Mercantile Law: R. Keith Yorston 
and E. E. Fortescue; Eighth Edition; The 
Law Book Co. of Australasia Pty. Ltd., 
1955; Pp. 592+ xx; Price 40/-. 


The eighth edition of this excellent work on 
Mercantile Law has just been published— 
three years after its predecessor. 


Opportunity has been taken to bring the 
txt up to date in the matter of amended 
and/or consolidated statute law; several cases 
of later date than those previously cited have 
been included in the appropriate places, and 
a large number of standard cases has been 
added, to emphasise or to clear up difficult 
points of law. 


Among those cases recently heard are 

Pharmaceutical Society of Great Britain v. 
Boots Cash Chemists (Southern) Ltd. (1952) 
2T.L.R. 340, on the important and usually 
misunderstood distinction between offer and 
invitation; L. D. Turner Lid. v. R. S. Hatton 
(Bradford) Ltd. (1952) 1 All E.R. 1286 
(K.B.D.), on the requirements of the written 
memorandum necessary to render a contract 
enforceable; and Tufton v. Sperni (1952) 2 
TLR. 516, which gives an interesting illus- 
tration of undue influence, a point upon which 
illustration is most acceptable. 


Old favourites to make a welcome appear- 
ance are Blackburn Bobbin Co. v. Allen and 
Sons (1918) 2 K.B. 467; Herne Bay Steam- 
boat Co. v. Hutton (1903) 2 K.B. 683, and 
Krell vu. Henry (1902) 2 K.B. 683. The three 
cases illustrate the rather difficult part of the 
law which governs impossibility of perfor- 
mance, with the seemingly conflicting decisions 
ag arise out of the doctrine of the implied 


Throughout this edition, the authors have 
expanded the explanations by slight additions 
to the textual matter, and by the use of 
tases shortly and succinctly stated. For 
ample, the additional explanations given 
under Equitable Chose in Action are valuable 
to the student who finds this kind of topic 

It, as indeed he does with almost any 

of equity. A further interesting 

addition to the text is the description of 

joint promise and joint performance which 

ipears cn pages 23 and 83, and a valuable 

description of factors and mercantile agents 
S contained in Chapter 11. 


Tn the chapter on insurance some additional 
iMteresting matter is introduced, including a 
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more detailed description of the declaration 
policy in fire insurance, and a new paragraph 
which gives information on the modern re- 
placement and/or reinstatement policy. In 
the same chapter a timely description of the 
distinction between the open and floating 
policy under marine insurance is given; as 
this is a point upon which students are usually 
vague, the explanation is happily included. 


The degree to which the book has been 
brought up to the minute with amendments 
in the statute law is particularly marked in 
the quotation of the law relating to the distri- 
bution of estates in intestacy. It is not sug- 
gested that any student or other reader would 
expect or be expected to know the provisions 
of these statutes off by heart, but it is proper 
that the substantial changes made in the Acts 
of New South Wales, Victoria, and Western 
Australia, insofar as they affect the position 
of the widow where no children survive the 
intestate, should be commonly known. The 
particularly sweeping change in Victoria, 
whereby the widow, in the circumstances men- 
tioned, receives the first £5,000 of the estate 
warrants attention. As these Acts were passed 
in 1953 and 1954, their topical importance will 
be appreciated. 


The two chapters which deal with statute 
law as such, namely that relating to com- 
panies and to bankruptcy, conclude the book. 
As explained by the authors in their preface, 
the section on landlord and tenant has been 
omitted as being irrelevant to the accountant, 
and student. The fourteen pages thus gained 
have, together with a further thirteen, been 
devoted to a large scale treatment of the bank- 
ruptcy law; this chapter now covers forty- 
four pages, the questions having also been in- 
creased from fourteen to thirty. In particular, 
the text includes a useful summary of the 
distinctions between Part XI and Part XII of 
the Act. 


Throughout the book, the style of writing 
is pleasing and lucid. The type face is easy 
to the eye, and the value of the book for 
study purposes is enhanced by the reduction 
of the type size for the quotation of the 
extracts of cases with which the vclume 
abounds. In this regard, the emphasis might 
be made even more marked, with advantage; 
the authors might perhaps consider this possi- 
bility when preparing the ninth edition. 


For the “normal” student, the book contains 
a frightening amount of matter, but then so 
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do the syllabi of the examining bodies. Hence 
it cannot be fairly said that it is too full, al- 
though most students will doubtless leapfrog 
to some extent. 

For the ready reference of the business- 
man, and perhaps even the lawyer, the book 
is an ideal summary of knowledge on the 
subject. 

And the poor old instructor will welcome it. 

—C.A.R. 





Financial Management: Raymond J. Cham- 
bers; 2nd Edition, Sydney, The Law Book 
Co. of Australasia Pty. Ltd.; pp. viii + 432; 
Price £2/17/6. 

At the outset, Professor Chambers states 
his objective as being not only to cover the 
problems of financing and the techniques of 
the investment market, but to examine also 
the ways in which financial decisions are 
reached. 


He begins by considering management in 
general and financial management in particu- 
lar. The task of financial management is 
described as making decisions on all financial 
matters, and‘ facilitating and reviewing their 
execution. Accounting, on the other hand, is 
a branch of business statistics. The accoun- 
tant’s function is to supply information to 
financial management for use in decision- 
making. The distinction has been well-drawn 
and is an important one. Confusion between 
the recording and reporting function on the 
one hand, and the decision-making function 
on the other hand, has probably retarded 
considerably the development of a series of 
logical rules for accounting practice. 


In the first part of the book the author deals 
with problems of original finance. He dis- 
cusses the various forms of business enter- 
prise, sources of finance, methods by which 
finance can be raised, the different types of 
security, and the factors influencing the 
decision on how much capital should be sought 
and what type of security offered. 

In the light of the distinction he has drawn 
betaveen accounting and financial management, 
he then critically examines the accepted 
practices of financial accounting, giving de- 
tailed consideration to the uses and limita- 
tions for management purposes of the balance 
sheet and revenue account. He emphasises 
the dangers of distortion in the revenue 
account which arise from the fact that the 
residual figure, profit, “is influenced in part 
by logic and observable fact and in part by 
convenience or expedience, policy and judg- 


ment.” Techniques of analysis and comparigg 
of financial statements are described an4 
illustrated in detail. 


He then passes to a consideration of the 
Management of working capital and th 
related problems of reserve and dividend 
policy and the incidence of income tax. This 
raises the question of the adequacy of accom. 
ting practices and taxation requirements re 
lating to stock valuation and depreciation, 
This is controversial territory and some will 
probably disagree with the conclusion that 
“the ideal solution would be the adoption of g 
system of economic accounting by the business 
community and by the taxation authorities” 
However, those who disagree with this con- 
clusion would surely not maintain that 
“profit”, as determined by conventional ac 
counting methods, should be accepted without 
qualification as the basis for management 
decisions on the disposal of income. 


Subsequent chapters deal with changes in 
the capitalisation of an existing business; the 
features of large and small scale operation, 
and methods of combination and integration; 
cost accounting and cost analysis; techni 
of general financial review; with a final chap 
ter on financial organisation and policy. 


In the chapter on cost accounting, whe 
dealing with break-even analysis, Professor 
Chambers indicates that he prefers the econo 
mist’s law of diminishing returns to the 
straight-line presentation of the accountant’s 
profit-graph. He is in good company in attack- 
ing the profit-graph, fut it is one point o 
which this reviewer cannot agree. Admittedly 
some writers have made absurd claims for the 
profit-graph. It must be recognised that it 
is a short run presentation, and that in the 
short run the upper and lower limits of con 
templated output will not usually be far apart. 
Within these limits the straight-line presen 
tation of the total cost and total revenue 
functions is likely to be perfectly valid ins 
large number of cases. How the functions 
would behave outside of these limits is not 
of much practical interest to management, but 
it is worth observing that, in these days of 
penalty rates for overtime work, the total 
cost function is no more likely to continue 
a sweetly ascending curve than it is to oF 
tinue indefinitely in a straight line. 


This however is a minor issue, and oe 
about which opinions may legitimately differ. 
It is this reviewer’s opinion that 
Chambers’ book is a noteworthy addition ® 
Australian accounting literature. The wide 
subject-matter has been exceptionally wel 
handled, and students, accountants and exett 
tives will all benefit from studying the 

—HWs 
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Management Accounting 


In The Accountants Journal (N.Z.), 
October, November and December, 
A. D. Greenwood provides a particu- 
larly comprehensive and valuable sur- 
vy of management and _ costing 
techniques under the headings: stan- 
dard costs, marginal costs, profit 
charts, statistics, scientific sampling, 
operations research, variations state- 
ments, ratios, budgeting and budgetary 
control and flexible budgets. 


Five facets of management account- 
ing are brought into focus in Accoun- 
tancy, October. A summary is pre- 
sented of five papers given at the In- 
crporated Accountants’ course on 
management accounting at Balliol Col- 
lege, Oxford. They are Mechanisation, 
Present and Future, by Dudley W. 
Hooper; Statistics and the Accountant, 
ly W. F. Harris; Incentives for the 
Clerical Worker, by Geoffrey J. Mills 
(most interesting) ; Financial Manage- 
ment, by G. S. Nelson; and Cost Plans 
and Prices, by D. Solomons. 


An original slant is given to the 
problems of the accountant in industry 
by A. W. Walker in The Accountants’ 
Magazine, December. He approaches 
tis topic from the aspect of production 
of information rather than accounting 
presentation and techniques. The basis 
f his discussion is that it is of little 
se having complex reports and aids to 
«counting technique unless the reports 
ire received when wanted and the 
nethods utilised to avoid waste. Among 

items he emphasises are communi- 
tations, clerical methods and procedure, 
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and the necessity for efficient delega- 
tion of powers with a continuous fol- 
low-up. 

P. J. Robinson, in Cost and Manage- 
ment, November, gives an account of 
the recently developed methods of 
operations research. He _ describes 
several case applications of operations 
research and concludes that “the suc- 
cess or failure of O.R. depends not only 
on technical excellence but on good 
communication with responsive senior 
management.” 


In Cost and Management, November, 
G. Moller, Cost Reduction in the Lime- 
light, reviews current thought on cost 
analysis, control and reduction. He re- 
fers to, and gives short digests of, 
numerous articles and books which, be- 
tween them, cover a wide field with a 
series of specific areas for cost reduc- 
tion. 

In The Use of Break-even Points in 
Policy Decisions, Cost and Manage- 
ment, December, Alexander Campbell 
defends the practical application of 
break-even analysis against critics of 
the method. He poses a series of prac- 
tical management problems, and illus- 
trates by means of hypothetical figures 
how useful answers can be obtained 
from the break-even chart. 

In the Accountancy Service to Works 
Management, The Cost Accountant, 
October, C. E. Power emphasises the 
vital need for an effective system of 
accounting control over costs, and the 
immense assistance that a properly de- 
signed system of cost reports can ren- 
der to all grades of management. This 
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article is of interest in that it gives an 
overall picture of what the cost accoun- 
tant, in particular, endeavours to do for 
works management. 

In The Accountant, November 20 and 
27, S. Dixon, General Problems of an 
Accountant in Industry, emphasises the 
necessity for the accountant to be able 
to get on with the people with whom he 
works, and to look to the future as well 
as the past in his work. 

Thirty leading American companies 
contributed to the research study on 
Presenting Accounting Information to 
Management, which appears in the 
N.A.C.A. Bulletin, December. This re- 
view of reporting practice deals sepa- 
rately with the needs of top manage- 
ment, middle management and first-line 
management, pays special attention to 
effective methods of presentation, and 
concludes with a brief section on the 
cost of reporting. 

In The Canadian Chartered Accoun- 
tant, October, William F. Holding, 
Financial Management in Industry— 
The Requirements of the Job, suggests 
reasons for the changes that have taken 
place over the past fifty years in man- 
agement methods generally, and in 
particular in the evolution of the posi- 
tion of the financial executive or comp- 
troller. He discusses the importance of 
this position and the desirable qualifi- 
cations and aptitudes of the successful 
occupant. 

R. M. Chiuminatto, Pricing for Re- 
turn on Investment, N.A.C.A. Bulletin, 
December, shows how to calculate the 
selling price which must be charged to 
obtain from each product the desired 
rate of return on capital employed. 
(The method described will work only 
where fixed assets are not used to make 
more than one product.) 


Unified Accounting 

In The Accounting Review, October, 
William Raby, Unified Accounting, de- 
scribes a system based on an original 
recording of data which provides mul- 
tiple copies, one for each aspect of the 
transaction indicated in the chart of 
accounts. The copies are sorted and 
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summarised by account n 
checked against a control account, a 
carried forward to be integrated int 
the financial statements. 


Business Administration 

In The Canadian Chartered Accoup, 
tant, November, George Aitken, Bf 
cient Administration—How Does You 
Business Rate? discusses the problen 
of efficient business administration 
under the headings of organisation, 
personnel, procedures and control. 


Business Investigations 

Fading Profits Require Action, hy 
Frank Willcox, Cost and Management, 
December, gives a practising accom 
tant’s view of the manner in which a 
analyst should investigate fading pro 
fits of a business. He stresses the prim 
importance of a sound organisational 
structure in any business and asserts 
that the analyst’s first task is to study 
and obtain a first hand knowledge of 
the management organisation from top 
to bottom; only then is he in a position 
properly to examine and interpret the 
operating and financial] statements and 
to make an accurate appraisal of the 
effectiveness of the accounting methods 
and management reports. 


Direct Costing 

Cost Accounting Gets Its Hair Cut, 
N.A.C.A. Bulletin, November, reveals 
J. H. Rushton as a strong advocate of 
direct costing. He stresses the adval- 
tages of direct costing for use in mans 
gerial planning; the effect of inventory 
values, he thinks, is of secondary i 
portance. 

H. O. Williams, How a Hosiery Mil 
Compiles “Direct” and “Full” Costs, 
N.A.C.A. Bulletin, October, is a case 
study in direct costing. The “full 
costs referred to in the title are com 
puted as an afterthought, for the » 
formation of sales department only. 


Overhead Costs 

A. L. Rudell, Handling Fringe Cost 
as Direct Labor, N.A.C.A. Bullet, 
November, suggests that truer cost 
will be obtained by treating labour oF 
cost as part of direct labour cost. 
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CURRENT PROBLEMS — Continued 


Pp. H. Hutchinson, You Don’t Need 
to “Snowball” Burden in Costs, 
N.A.C.A. Bulletin, December, combines 
all overheads into a single overhead 

ntage for each department or cost 
entre. The advantages claimed are 
fewer calculations in distributing over- 
heads, easier product costing, and a 
dearer cost picture. 


Joint Product Costing 


L. M. Erickson and M. M. Spivack, 
The Costing of Unfinished Joint Pro- 
ducts, N.A.C.A. Bulletin, December, 
adopt relative sales value as an arbi- 
trary but satisfactory method for cost- 
ing joint products. The main body of 
the article consists of detailed computa- 
tions for valuing unfinished products by 
deducting the cost of conversion from 
the sales value of the finished product. 


Cost Reduction and Control 

What Production Planning Can Do 
for Cost Control, by E. L. Petersen, 
NA.C.A. Bulletin, October, describes 
the procedures of production schedul- 
ing, and discusses their effect on pro- 
duction costs. 

R. Wyer, Practical Cost Reduction is 
Programmed Cost Reduction, N.A.C.A. 
Bulletin, November, criticises what he 
alls the “crash engineering” approach 
t cost reduction, which tries to meet 
ach cost crisis by a stroke of the 
“countant’s pencil. He advocates a 
continuous programme of cost reduc- 
ton, based on careful studies by opera- 
tons analysts. A specimen study pro- 
gramme and several cost reduction re- 
ports illustrate his argument. 

D. Smith, Conducting a Continuous 
Cost-Control Offensive, N.A.C.A. Bul- 
letin, December, applies the same basic 
philosophy, but differs in organisational 
detail. Instead of specially trained 
erations analysts, reliance is placed 
m the cost reduction committees and 
a regular accounting and audit 


A case study in the handling of rail 

@rs is given by M. C. Young, in A 

of Demurrage Cost Control, 
N.A.C.A. Bulletin, November. 
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Case Studies in Costing 

R. E. Rayner, Charging Maintenance 
Costs in a Large Organisation, N.A.C.A. 
Bulletin, November, and D. S. Mitchell, 
Control Numbers for Engineering De- 
partment Costs, N.A.C.A. Bulletin, De- 
cember, each describe a job-costing 
system in which the job numbers are 
designed to indicate the work per- 
formed. 

How We Developed and Use Stan- 
dard Costs, by D. H. Allen, N.A.C.A. 
Bulletin, November, describes the ideal 
standard cost system of the U.S. Rub- 
ber Company. 

Seasonal fluctuations loom large in 
K. E. Jankowski’s case study of Cost 
and Sales Control in the Canning In- 
dustry, in the same issue. 

A detailed description of process 
costing applied to an engineering pro- 
duction line is given by H. L. Rogers 
and D. Boddie, Process Costing of Shell 
Manufacture, N.A.C.A. Bulletin, De- 
cember. 

In The Controller, December, J. 
McCall Hughes discusses the control of 
office costs (in an insurance organisa- 
tion) and the methods of installing a 
cost-control programme, the latter with 
specific reference to his own company. 

In The New York Certified Public 
Accountant, November, J. P. McCully 
describes a Case Study in Cost and 
Expense Reduction for a Large Electri- 
cal Equipment Manufacturer. The 
general programme outlined covers not 
only cost and expense reduction but 
also productivity improvement together 
with non-standard hour reduction. 


Accounting for Oil and Gas Productior 

Accounting Aspects of Oil and Gas 
Production are discussed comprehen- 
sively by G. W. Lafferty in The New 
York Certified Public Accountant, 
November. He highlights the account- 
ing problems encountered in the ex- 
ploration, discovery and production of 
oil and gas by a moderate-sized com- 
pany employing a manually operated 
accounting system. 


Accounting for Shopping Centres 
In The New York Certified Public 
Accountant, October, L. Smith, Shop- 
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ping Centres, provides some basic back- 
ground information on shopping centres 
and their fundamental characteristics, 
and discusses some fourteen diversified 
points on this subject. 


Distribution Costs 

In The Cost Accountant, November, 
W. L. Spalding discusses Problems of 
Compilation of Selling and Distribu- 
tion Costs. He defines the respective 
areas of selling and distribution costs 
and gives his opinion on the applica- 
bility of standard costs and budgetary 
control to each of these areas. The 
special problems of advertising, field 
selling, transportation and other speci- 
fic distribution costs are considered in 
detail. 


F. C. Hooper, in The Cost Accoun- 
tant, December, gives his views on 
What the Sales Side Wants from the 
Accountant. The article is mainly a 
plea for more recognition of the impor- 
tance of selling, and concludes with the 
suggestion that sales representatives 
should be supplied with only the sim- 
plest accounting information. 


In The Accountant, December 11, J. 
Fox, Management Accounting and the 
Retail Trade, agrees that accountants 
in the retail trade should provide man- 
agement with more information, but 
suggests that at the moment this can be 
done only at a prohibitive cost. 


In The New York Certified Public 
Accountant, October, K. P. Mages, Ex- 
pense Centre Accounting in Depart- 
ment and Specialty Stores, discusses 
features of the current Expense Centre 
Accounting Manual published by the 
Controllers’ Congress of the National 
Retail Dry Goods Association. All 
expenses are classified in relation to the 
work operations or functions of the 
various expense centres of the business. 

Two important contributions to the 
analysis of distribution costs appear in 
N.A.C.A. Bulletins. In the October 
issue, F. S. Howell describes A “Contri- 
bution” Approach to Distribution Cost- 
ing, and in the December issue W. H. 
Childs writes on Solving a Problem in 
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Distribution Cost Analysis. Both tak 
for their starting point the fact thy 
different analyses of distribution cogty 
are required for different p 
Howell defines “contribution” ag the 
gross revenue from a territory or pr. 
duct, less distribution costs applicable 
or apportionable to that revenue; he 
goes on to compile separate statements 
to show, on the one hand, the contriby. 
tion from each sales territory and, 
the other hand, the contribution from 
each product. Childs differs from 
Howell in including cost of sales in 
his calculations, so that his net figure 
is a “margin” rather than a “contribp. 
tion”. Unlike Howell, he does no 
attempt to allocate or apportion all dis 
tribution costs. He develops, for each 
product, a figure which he calls the 
“margin after allocable expenses”; the 
total of these margins exceeds the net 
profit by the amount of the “unalloc- 
able expenses”. 

Accountants in industries where 
packing cost represents an appreciable 
fraction of total cost may be interested 
in a Proposed Treatment of Packing 
and Shipping Costs, by J. S. Schaefer, 
N.A.C.A. Bulletin, November. On the 
basis of the matching principle, he re 
commends that packing costs should be 
charged to the period in which the 
product is sold. 


Costing for Small Businesses 


A simple production-order cost sys 
tem for a small manufacturer is 
described by James A. Mitchell, The 
Journal of Accountancy, October. The 
author claims that it will give accurate 
predetermined costs in such businesses 
as food processing, manufacture of 
toilet preparations, etc., where there ® 
a steady rate of operation. Cost of 
manufacture is arrived at by adding 
material cost a percentage to cover both 
direct labour and manufacturing & 
pense. Full details of the mechanic 
of the system are given. 


Operations Research 


Would Operations Research Help i? 
Your Company? by J. W. Dunlap 
N.A.C.A. Bulletin, October, is @ 
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QURRENT PROBLEMS — Continued 


yeount of an important technique 
which was developed by scientists dur- 
ing World War II and has since been 
increasingly applied to industrial and 
business problems. Essentially, opera- 
tions research is the application of 
gientific method by a team of highly 
trained specialists. Dunlap gives many 
samples of problems solved by opera- 
tions research teams, and discusses the 
dreumstances which would justify the 
stablishment of a team in a particular 


company. 


(fice Methods Improvement 


The role and status of the office 
mthods improvement group are dis- 
assed by Joseph Pelej in The Journal 
of Accountancy, December. In many 
wganisations, this group at first con- 
emed itself only with accounting pro- 
cedures, but its activities have since 
ten extended into all departments. Its 
uthority, however, has not been simi- 
rly extended in many cases, and the 
author recommends that the group 
thould be placed under the control of a 
whior executive. The group’s function 
ould be more than merely to improve 
mocedures in the lower strata of the 
ganisation, and should extend to de- 
wsing methods that will help manage- 
nent “to make better, quicker, or more 
formed decisions”. 


The Management-Consulting Problem 


Marshall Granger, in The Controller, 

Yoember, tells of the benefits which 
an be derived from the use of reput- 
le management-consultant services. 
lowever, he deals at greater length 
th a candid review of “their faults 
md criticisms — overselling, over- 
raching and over-charging”. 


hiture Accounting Techniques 


In The Cost Accountant, December, 
LF. Brown, Where Do We Go From 
? contends that there are many 
Watisfactory features of present day 
“counting methods. He feels that mar- 
mal costing and break-even analysis 
merely “funk the problem” 

td that the division of the life of an 
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enterprise into artificial accounting 
periods of, normally, one year is in- 
adequate and should be replaced by 
division into “time-cycles” which are 
suited to the particular business. The 
balance sheet he regards as a “pitifully 
inadequate document” for the purposes 
of internal management. 


Budgeting and Forecasting 


C. S. Reynolds, A Look at Short- and 
Long-Term Sales Forecasting, N.A.C.A. 
Bulletin, December, deals with the diffi- 
culty of making a sales forecast, but 
stresses its importance as a basis for 
planning. 

In the same issue, L. D. Tarlin, How 
a Super-Market Chain Started Budget- 
ing, outlines the budgeting procedure 
of a chain of ninety-four super mar- 
kets, and summarises the report which 
led to its introduction. 

Variable Budgeting for Planning and 
Control, by S. A. Pendleton, N.A.C.A. 
Builetin, November, is a short treatise 
on flexible budgets and the break-even 
chart. 

A detailed case study is presented in 
Newspaper Budgeting for Management 
Guidance by W. W. Shenk, N.A.C.A. 
Bulletin, October. 

H. Dugdale, The Interconnectedness 
of Budgets, The Accountants Journal 
(London), October, stresses the need 
for the budgets of an enterprise to 
cover the whole of its activities, and 
for the individual budgets to be inte- 
grated into a comprehensive and con- 
sistent overall budget for the business. 


The proposition that “successful 
management in business is necessarily 
based on sound planning, whether the 
business is large or small,” is the sub- 
ject of an interesting article by Frank 
S. Capron entitled Planning for Profits, 
in The Canadian Chartered Accoun- 
tant, October. He outlines the system 
of budgets used by the Du Pont Com- 
pany of Canada Limited. Operating, 
capital expenditure, and cash forecasts, 
both short-term and long-term, are 
discussed, with particular reference to 
the part to be played by the accountant 
in their formulation, presentation and 
control. 
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The Canadian Chartered Accountant, 
November, includes a paper, The Oper- 
ating Budget, delivered by J. M. 
Thompson to the Canadian Institute of 
Chartered Accountants at its annual 
conference in August, 1954. In the 
main, the paper traces the history of 
the introduction of budgets in Cana- 
dian Westinghouse Company. The 
central feature of both the short- and 
long-term planning is the setting of a 
net-profit-before-tax target, based on a 
percentage return on the value of 
assets employed rather than on share- 
holders’ funds. 


In The Controller, December, F. W. 
Burton, Personnel Budgets, deals with 
the physical problem of how many per- 
sonnel are required at various levels of 
output, and how many personnel are 
needed per unit increase in the volume 
of output. 


In Accounting Research, October, 
K. C. Banerjee, Cost, Price, Profit and 
Volume Reactions, stresses the point 
that profits are maximised when the 
margin between price and unit variable 
cost is greatest. This margin is termed 
the profit to volume ratio. 


Internal Auditing 


William J. Lehmann, in The Internal 
Auditor, December, discusses Internal 
Auditing for Profit. He classes the 
functions of the internal auditor as pro- 
tective and constructive functions and 
examines the latter, particularly with 
regard to the internal auditor’s respon- 
sibilities concerning cash, accounts re- 
ceivable, inventories, expense accounts, 
etc. He believes the non-accounting 
functions to be an essential part of the 
sphere of internal auditing. 


Lloyd F. Morrison, in the same issue, 
An Outsider Looks at Internal Audit- 
ing, having discussed the relationship 
of the internal auditor to the external 
auditor, sums up the functions of the 
internal auditor—“it seems to me that 
the internal auditor’s job is not so much 
financial as operational. It is auditing 
primarily in the sense of examination.” 


Also in the same issue, F. A. Cooper 
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tells how alert internal auditors eq) 
assist management to increase profits 
by the elimination of unessential rp 
ports. 


Another article in the same issue, by 
W. T. Hazelton, develops the protective 
function of the internal auditor. He 
contends that internal control, with 
proper segregation of functional re 
sponsibilities, is essential if fraud is 
to be prevented. He concludes witha 
factual analysis of fraud cases which 
have come to the attention of his com. 


pany. 


Inventories and Inventory Control 


That perennial storm-centre — the 
basis of valuation of stock and work 
in-progress—is the theme of a lengthy, 
but never tedious article by Ian M 
Bowie in The Accountants’ Magazine, 
October. After a general statement of 
accounting principles involved, he dis 
cusses certain specific points of difi- 
culty. Special attention is directed to 
the problem of overhead expense in the 
valuation of work-in-progress. I- 
cluded in the specific problems dis 
cussed are what constitutes a fair 
market price; slow moving stock; 
changing bases of valuation; long-term 
contracts; stocks included at selling 
value; progress payments; and goods 
sold or purchased forward. 


A Refresher on Physical Inventory- 
Taking, by G. H. Kline, N.A.C.A, Bub 
letin, October, is a complete account of 
the organisation for the execution of 
a physical inventory, from the prelimi- 
nary discussions and planning to the 
letter of thanks to all who participated 
in the count. A feature of the pro 
cedure described is that all stock is 
counted twice, by different teams 
report independently to the accountant 
in charge. 


R. H. Gernes, A Year End Inventory 
Processed on Punched Cards, in the 
same issue, describes the part whi 
punched cards can play in minimisiig 
the disorganisation resulting from 
year-end stocktake. Also in the same 
issue, G. V. Rutzen, A Cycle Inventory 
Taken on Punched Cards, describes the 
continuous inventory system of 
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CURRENT PROBLEMS — Continued 
Allis-Chalmers Manufacturing Com- 


pany. 

y. R. Bechtel, You Have to be Wide- 
Awake to Control Inventories, N.A.C.A. 
Bulletin, November, discusses inven- 
tory control from a top-management 
pint of view. He feels that it is a 
mistake for a manufacturing organisa- 
tion to give its sales department com- 
plete control over finished stock levels, 
and he goes on to describe the inven- 
tory-control organisation of his own 
company, American Cyanamid. 

In The Accountant, October 9 and 
16, F. J. Weeks, Stock Control; Manu- 
facturing Business, discusses inven- 


tories in the manufacturing firm, deal- 
ing particularly with policy regarding 
stock levels, with records necessary for 
control, and with physical control of 
stock 


In The Accountant, October 16 and 
%,D. E. Urry, Stock Control: Distri- 
butive Trade, deals with financial stock 
contro] at departmental level in depart- 
nent stores. 

An interesting judgment pronounced 
in the Exchequer Court of Canada in 
September, 1954, on the determination 
if market value of stocks on hand is 
tiscussed in the editorial, Comment and 
Opinion, in The Canadian Chartered 
Accountant, November. It appears that 
the judgment was based on the pro- 
sition that, where it is not possible 
i) ascertain replacement cost, market 
value should properly be regarded as 
‘the amount which it is estimated will 
realised on the sale of goods, less 
the costs of sale and the taxpayer’s 
wual gross profit”. (Italics are ours.) 

In The Canadian Chartered Accoun- 
lant, December, Robert B. Taylor, 
Financial Controls over Materials 
Stocks, deals with planning and control 
oblems, with particular reference to 
he part to be played by the accounting 

ent. 

In The Cost Accountant, October, 
4G. Dunster describes and illustrates 
tMechanised System of Stock Control, 
which the customary stores-control 
ystem is augmented by recording com- 
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mitments, allocations, the balance of 
free physical stock and the available 
balance on hand at any time. 


In The Accountants Journal, London, 
October, an interesting point on the 
valuation of stocks is made in the direc- 
tor’s comment on the accounts of an 
English textile company. To give more 
conservative stock valuations the com- 
pany wrote down, out of profits, the 
value of its finished stocks to prime 
cost (by excluding overhead costs from 
the valuation), and valued yarn in the 
“ieeypd of manufacture according to a 

ase stock principle. 


Mechanised Accounting 


That the accountant of the future 
will use electronic machines to save 
time and expense seems assured from 
a report in Accountancy, November, by 
T. R. Thompson, Chief Assistant Comp- 
troller of F. Lyons and Company. This 
article begins by explaining what the 
term “electronic accounting” encom- 
passes. Following this, the set-up of a 
complete clerical procedure, the payroll, 
is shown. Finally the author discusses 
the use of electronic machines in offices. 
Initial expense and costs of reorganisa- 
tion indicate that only a big office with 
hundreds of clerks carrying out routine 
tasks will be able to use the machines, 
and their widespread use will not be 
possible until the dependability of the 
calculator is increased and better 
methods of feeding and storing infor- 
mation are introduced. 


In The Accountant, October 23, E. W. 
Workman, Electronic Computer De- 
velopment, describes the planning and 
changes carried out by a large manu- 
facturing company in preparation for 
the installation of an electronic com- 
puter. 


In The Illinois Certified Public Ac- 
countant, December, R. Hunt Brown, 
An Introduction to Electronic Account- 
ing, foresees that electronic accounting 
will relieve accountants and auditors 
of much drudgery and routine mental 
labour. A hypothetical step-by-step 
example is given showing the sequence 
of operations following the receipt of 
a customer’s order. 
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Published Accounts 


A notable feature of British account- 
ing practice is the increased use of 
illustrated reports. A team of experts 
discusses this in Accountancy, Novem- 
ber. General principles are established 
and a number of admonitions as to 
what to avoid in this type of work gives 
valuable guidance. 


In The Canadian Chartered Accoun- 
tant, December, Gertrude Mulcahy 
deals with some good and bad examples 
of the presentation of capital and sur- 
plus (shareholders’ funds) in the 
financial statements included in the 
annual reports of some 280 companies 
examined in 1952; and in the Novem- 
ber issue, the same research worker 
examines the treatment of investments 
in subsidiary companies. A _ general 
analysis of the detailed information 
contained in the annual reports of some 
200 to 280 companies for the years 
1949 to 1952 appears in the October 
issue. 


In The Canadian Chartered Accoun- 
tant, November, Louis Driscoll, Pre- 
paration of the Annual Reports to 
Shareholders, discusses recent changes 
in company reporting and deals with 
various matters which, in the opinion 
of himself and others, should be covered 
in a company’s report. He makes the 
point that the auditor’s certificate 
should deal with all the financial state- 
ments and explanations in the report, 
and not merely the regular accounting 
statements. 


In The Controller, November, Jules 
A. Schwertz, described as a pioneer 
advocate and producer of the modern 
functional corporate annual report, 
discusses the techniques involved in its 
preparation. He suggests, with valid 
reasons, why the coverage of the annual 
report should be extended to include 
customers, suppliers and employees. 


In The Accounting Review, October, 
Hector R. Anson, Funds Statement 
Practices in the United States and 
Canada, provides the results of a survey 
of 500 corporations and covers the ex- 
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tent, purpose and period over which th 
firms have been using the funds state 
ment, the underlying concept of funds 
in use, and the various forms in which 
the funds statements are presented, 


Accounting for Price-Level Changes 


In The Accounting Review, October, 
George Warner, Depreciation on a Cy. 
rent Basis, describes the method where 
by he calculates that depreciation ona 
current cost basis would have led tos 
reduction of over thirty per cent. in the 
post-war profits of Consolidated Gas 
and U.S. Steel Company. However, 
the reduction would have been consider. 
ably less for three other firm 
examined. 


In The Accounting Review, October, 
D. A. Ferguson, Accounting and the 
Price Level, supports his case for stabi- 
lisation of the price level with figure 
indicating that “true” earnings of cor- 
porations in post-war U.S.A. were 
overstated by $34 billions or forty-six 
per cent. of the adjusted net income 
figure. 


Ernest H. Weinwurm, The Control 
ler, November, contrasts the financial 
accountant’s time concept of deprecia- 
tion (the spreading of the original cost 
over a useful life) with the volume 
concept favoured by industrial accou- 
tants. He replaces the term deprecia- 
tion with “cost of facilities,” which he 
defines as the loss in current value be 
tween the beginning and the end of 
each time period. He likens this “cost 
of facilities” to rent of leased capital 
equipment and advocates adherence # 
this concept. He contends that the use 
of the “cost-of-facilities” concept would 
mean that ail costs would be charged 
to production on a consistent basis. 


Morton D. Prouty, in an article & 
titled Are Price Level Fluctuation 
Relevant? in The Illinois Certified Pub 
lic Accountant, December, reviews A.C. 
Littleton’s Principle of Irrelevatt 
Effects. He contends that, as enter 
prises are not affected equally by price 
level changes, the effects of such fluc 
tuations on individual enterprises 4 
therefore relevant and should & 
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ed within the framework of 
secepted accounting principles. 


In comments on this article A. C. 
Littleton, after discussing certain pos- 
sble differences in interpretation, em- 

ises that only those transactions to 
which an enterprise is a party are 
propriate sources for original entries 
in double-entry accounts. Accordingly, 
the transactions of others (i.e. current 
price equivalents) are irrelevant to the 
seounts of the enterprise, though not 
necessarily to decisions of the manage- 
ment. 

A.C. Littleton in The New York Cer- 
tiied Public Accountant, November, 
But Is It Accounting? questions 
whether the use of replacement costs 
wuld improve businessmen’s ability to 
forecast future trends. Management 
should be aided both by trained econo- 
nists to analyse and interpret economic 
tends and by accountants to analyse 
ad interpret historical-cost data. 


Depreciation Accounting 


Under the heading Costing Fixed 
Assets—Review of Considerations, 
NA.C.A. Bulletin, October, T. A. 
Wheeler takes a fairly conservative 
sand in the current controversies on 
epreciation accounting. He argues 
wainst the treatment of depreciation 
% a period cost in direct costing; he 
iso opposes depreciation based on re- 
jlaeement cost. He agrees that for cer- 
ain purposes, management may require 
know out-of-pocket costs (excluding 
tepreciation), or costs based on re- 
acement values of fixed assets; but 
his information should be provided in 
a reports, outside the books of 
acount. 


Composite Depreciation Under the 
-of-the-Years’-Digits Method is 

illustrated with an example by J. Heskes 

0 The New York Certified Public 
mtant, November. 


Accounting Theory and Terminology 

The Accounting Review, October, 
2 W. Pinger, The Semantics of Ac- 
winting, illustrates the lack of 
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uniformity of meaning and use of such 
accounting terms as capital surplus, 
equities, liabilities, net worth and profit 
and loss statement. 


In the same issue of the Review, 
George R. Husband, The Entity Con- 
cept in Accounting, makes a closely 
reasoned attack on the accounting con- 
cept which defines a business enterprise 
as an “institution in its own right, 
separate and distinct from the parties 
who furnish the funds”. He goes 
straight to the stronghold of the 
theory, the corporation, and shows that 
transactions between the corporation 
and its basic investors are meaningless 
unless we accept the economic view 
which regards the corporation as an 
agency organisation, representing the 
natural persons who are the active 
elements of free enterprise society and 
who are both the end and the means of 
the system. An accounting system 
geared to their needs views the business 
venture as an experience entity for 
which the assumption of permanence— 
the going-concern convention—is not 
necessary. 


Also in the same issue, Lawrence 
Chenault, Business Behaviour and the 
Theory of the Firm, maintains that the 
development of the theory of the firm, 
in economics, has provided the accoun- 
tant and the economist with certain 
common ground in the management 
problem. However, the basic differen- 
ces of purpose and concept are such 
that it is difficult to reduce the econo- 
mic concepts to any quantitative level 
which would coincide with those found 
in accounting. Furthermore, it is 
claimed that the theory of the firm as 
used by economists has serious short- 
comings when compared with actual 
business behaviour. 


Another article in the same issue of 
the Review, by V. Odmark, entitled 
Some Aspects of the Evolution of Ac- 
counting Functions, develops the thesis 
that changes in accounting practice, 
theory and functions have come prin- 
cipally as a result of pressure from the 
needs of business. 


A necessarily brief, but extremely in- 
teresting, survey of the vast amount of 
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work that has been done by the com- 
mittee on accounting procedures of the 
American Institute of Accountants, is 
given by Anson Herrick in The Journal 
of Accountancy, November. Only one 
of the committee’s many bulletins has 
been formally adopted by the Institute; 
the rest have persuasive authority only, 
but the standing of the committee has 
always been so high that the recom- 
mended procedures have been widely 
adopted. 

Disclosure versus materiality—the 
question of whether an item is too im- 
portant to leave out of a statement or 
too unimportant to put in—is a conflict 
that every accountant resolves on the 
basis of his own judgment. Professor 
Sam M. Woolsey, of Pennsylvania State 
University, tried by questionnaire 
methods to discover whether different 
accountants would make the same de- 
cision on the same set of facts. (The 
Journal of Accountancy, December.) 
He found some lack of uniformity and 
concluded that further study might 
lead to more standard methods to guide 
the exercise of judgment. 

Further light is thrown on the prob- 
able origins of double-entry bookkeep- 
ing by C. A. Smith, Speculations on 
Roman Influence on the Theory of 
Double-Entry Bookkeeping, in Account- 
ing Research, October. It appears from 
the writings of an authoritative Roman 
lawyer, Gaius, that double-entry book- 
keeping was in existence in the second 
century A.D. 


Accounting Research - 

In The Accounting Review, October, 
John White, Accounting Research, 
illustrates the nature and meaning of 
accounting research by listing suitable 
topics with a suggested approach and 
programme of study. The general head- 
ings are: theory of accounting; reports 
and statements; public accounting; in- 
dustrial accounting; taxation; account- 
ing and regulation; and education. 


Auditing 


In The Accounting Review, October, 
Eduardo Gopez, Auditing with Accent 
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on the Income Statement, shows t, 
need for a shift in auditing ; 
from the balance sheet to the incom 
statement. 

In the same issue, C. D. Bri 
Aid to Management Beyond the Andit 
claims that management counsel forny 
an increasing part of a public accom 
tant’s social responsibility, and calls fo 
greater competence in audit personne 

Another article in the same issue, by 
Marvin Tummins, entitled Test Check. 
ing and the Poisson Distribution, & 
plains and illustrates a simple metho 
of developing probabilities, to arrive 
at an evaluation of the sufficiency of 
the sample needed to support an and- 
tor’s opinion. 

In The Canadian Chartered Accous 
tant, November, reference is made tp 
the requirements relating to the aud- 
tor’s report as contained in the ney 
Ontario companies act, The Corponm 
tions Act 1953. The auditor is required 
to report on whether in his opinion th 
financial statements laid before th 
annual meeting present fairly th 
financial position of the company, and 
the results of its operations for the 
period under review; and he is specif 
cally required to make such examin 
tion as will enable him so to report. 


In The Canadian Chartered Accous 
tant, October, George S. Currie, Cor 
ducting an Auditing Practice—Today 
and Tomorrow, examines the various 
fields open to the public accountant 
stressing that in each field he mut 
constantly adapt his techniques to met 
the changing demands that are being 
made upon his services. 


As an accountant holding the manag 
ing directorship of the Hudson’s Ba 
Company (said to be the oldest com 
pany in the world), Philip A. Chester, 
in The Canadian Chartered Accountant, 
October, The Other Side of the Fente 
discusses in general terms the growth 
of the responsibilities of the accountant 
in both the field of public accounting 
and auditing and within the busines 
unit; and suggests the broad p 
to which particular attention sho 
directed by the profession in the future 
His ideas on such matters as “audi 
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QaRENT PROBLEMS — Continued 


gcountability to shareholders” and 

to be played by specialists 
within the accountancy profession are 
mest interesting. 

The Accountant, October 30, in a 
yading article comments on the suc- 
gssful prosecution of an auditor for 
meklessness in a statement about the 
lue of stocks made for inclusion in a 
prospectus. 

In the same journal, October 2, F. G. 
fobson describes the audit procedure 
for sales and outgoing goods in a de- 
partment store. 


In The Accountant, November 6 and 
3, Cecil C. Taylor, Auditing, discusses 
the audit of smaller firms. He feels that 
wme routine checking could be elimi- 
tuted in favour of a thorough checking 
da group of transactions over a short 
priod, and that auditors do not always 
devote sufficient attention to stocks and 
the physical verification of fixed 
usets. 


louis H. Pilié, in The Journal of 
Accountancy, October, describes how a 
tient-help programme enabled a public- 
weounting firm to reduce audit time 
mi fees. It was found that much of 
the work usually done by the auditor— 
peparing working papers and tax 
whedules, and even completing the in- 
nal control questionnaire—could be 
wiely handed over to the client’s 
xeounting staff. Up to forty per cent. 
i audit time was saved by the co- 
eration of clients’ staffs. Two 
wailed case studies are given. 


A short article by James W. Kinde- 
ln, Techniques of Auditing Fire Loss 

nce Claims, Journal of Accoun- 
laney, November, describes methods 
hat can be used for computing inven- 
try values after records have been lost 
wt destroyed. 


itcounts of Holding Companies 
In The Accountant, October 16, a con- 
tibuted article, Capital or Revenue, 
whether the surplus arising 
the liquidation of a subsidiary 
be treated as capital or revenue 
the holding company when part of 
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the surplus results from undistributed 
profits of the subsidiary. 


In The South African Accountant, 
December, D. J. McLoughlin, Some 
Consolidation Adjustments, presents 
his views on problems confronting the 
accountant in preparing consolidated 
statements of profit and loss and con- 
solidated balance sheets for holding 
companies. 


An editorial in The Canadian Char- 
tered Accountant, November, refers to 
the provision in the new Ontario Cor- 
porations Act, to the effect that every 
Ontario company must disclose in its 
published financial statements the 
“total remuneration of directors as such 
from the company (and subsidiaries), 
including all salaries, bonuses, fees, 
contributions to pension funds and 
other emoluments”. Although the in- 
tention was that the total income direc- 
tors received from the company arising 
out of their employment by it (whether 
as directors, managers, or any other 
type of servant) should be disclosed, 
the weight of opinion is that the pro- 
vision requires disclosure only of the 
amounts received in the capacity of 
director. 


In The Accountant, October 23, S. D. 
Temkin, Directors’ Shareholdings, de- 
tails the requirements of the 1948 Eng- 
lish Companies Act for the keeping of 
a special register of directors’ share- 
holdings and of shares held in trust 
for directors. 


In The Accountant, October 9, S. D. 
Temkin, The Oppression of the Mino- 
rity Shareholder, discusses a_ recent 
case in the Scottish Court of Session 
concerning the provision introduced for 
the protection of oppressed minority 
shareholders by section 210 of the 1948 
English Companies Act. 


Take-Over Bids 


In an editorial on Share Take-Over 
Bids, The Accountants Journal, Lon- 
don, November, it is suggested that, 
if directors kept the shareholders more 
acquainted with their financial policy 
and intentions, the market prices of 
their shares would not be depressed so 
much by the need for reinvestment of 
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profits and consequent lowered divi- 
dends. The best way to avoid the pos- 
sibility of share take-over bids is for 
stock exchange prices to reflect a more 
accurate capitalisation of the company’s 
assets. 


Industrial Finance 


In The Accountant, December 25, 
H. O. H. Coulson, Industrial Finance, 
discusses the employment of funds in 
the medium-sized industrial concern, 
emphasising the need for caution in 
estimating current capital require- 
ments, as these may to a certain extent 
be beyond the control of the firm. 


In The Accountants’ Journal (N.Z.), 
December, J. A. Evans, Sources and 
Types of Capital and Loans for Limited 
Companies, is an excellent discussion of 
the subject and shows how “the pru- 
dence of investors provides a check on 
the undue optimism of management, 
and skill of successful entrepreneurs 
guides capital into places where it can 
be used to most advantage”. 


Trustees 


In The Accountant, October 30, 
November 6 and 13, an article by a bar- 
rister entitled Trust and Profit: The 
Position of the “Commercial” Trustee, 
discusses the duties of a trustee (espe- 
cially where the object of the trustee 
is financial profit), his liabilities and 
difficulties, and the extent to which he 
may escape liability for honest mis- 
takes. 


Law and Accounting 

In The Accountants’ Journal (N.2Z.), 
October, November and December, 
Trevor Johnston compares British Com- 
pany Law with that of France, Ger- 
many, Sweden and the United States 
under the following headings: the 
adequacy of consideration on the issue 
of share capital; the calculation of pro- 
fits, and special requirements regarding 
the dividend fund; published accounts 
and their audit; and the standardised 
accounting schemes of France and 
Germany. 
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Practice of Public Accountancy 

The public accountant’s liability fg 
negligence is the subject of an artic) 
by John W. Queenan in The Journal] 
Accountancy, November. Part of the 
article is devoted to a consideratig 
of the legal position mm the Unity 
States, but the remainder, which is cop. 
cerned with steps to be taken to redug 
the risk of claims, and to combat claing 
when they arise, is worthy of atte, 
tion by Australian practitioners. 

In The Accountant, October 3, 
Douglas A. Clarke reviews developments 
over the past few years in the work of 
the English professional accountant 
He deals particularly with the result 
of changing taxation laws, with the 
effect of nationalisation, and with the 
development of accounting ideas which 
culminated in the accounts provisions of 
the 1948 English Companies Act. 

In The New York Certified Public 
Accountant, December, William P. 
Stowe, Problems Incident to the First 
Engagement with a Client, examine 
the principal types of problems encou- 
tered in arranging an audit engage 
ment with a new client. 


Accountancy as a Career 

In The Accountant, 2 October, 
What are Accountants Earning? Nicho- 
las A. H. Stacey gives some interesting 
statistics showing the increase in the 
numbers of accountants in the various 
branches of the profession in the 
United Kingdom since 1939 and in the 
range of their earnings. This article 
led to a good deal of controversy in 
later issues of The Accountant. 


Education and Training of Accountants 

The need for public accountants to 
recruit and train competent staff mem- 
bers on a permanent basis is empha 
sised by Paul J. Adam, The Journal of 
Accountancy, October. He _ believes 
every new staff man should be viewed 
as a potential partner; he should be 
college-trained, and should possess all- 
bition and a pleasing personality. Once 
engaged, he should be trained system 
atically and given responsibility as soo 
as possible. The author advocates the 
use of staff meetings and staff schools. 
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Cheque Endorsements 


A proposal which could have far- 

ing effects on both layman and 
professional is treated at length in an 
ditorial in Accountancy, December. It 
is that of Mr. Graham Page to intro- 
duce into the House of Commons a bill 
tpamend the Bills of Exchange Act of 
1882 so as to dispense with endorse- 
nents on cheques that are paid into the 
payee’s own account. The position and 
problems of accountant and auditor are 
mferred to: most appear to welcome 
the proposal, with some qualifications. 


A leading article in The Accountant, 
November 13, also comments on the 
proposal; and the subject is discussed 


in The Accountants Journal (London), 
November. 


Taxation 


In The Accountants’ Journal (N.Z.), 
November and December, H. N. Stott, 
Livestock: Trading or Fixed Capital, 
replies to criticisms of previous articles 
by him on the subject, in which he 
argued for a “capital” live-stock system. 


While the possibility of taxation of 
capital gains in Australia appears re- 
mote, it is worth looking at an article 
on this subject by A. R. Ilersic in 
Accountancy, December. He investi- 
gates the political case—deriving as it 
does from social considerations, and 
the economic yield such a tax would 
produce. 





Addresses 


The addresses of the publications mentioned 
in this article are as under:— 

Accountancy, Incorporated Accountants’ Hall, 
Temple Place, Victoria Embankment, Lon- 
don, W.C.2., England; 

The Accountant, 4 Drapers Gardens, Throg- 
morton Avenue, London, E.C.2., England; 
The Accountants Journal, 22 Bedford Square, 
London, W.C.1., England; 
The Accountants’ Journal, 
Wellington, New Zealand; 
The Accountants’ Magazine, 27 Queen Street, 
Edinburgh, 2, Scotland; 

Accounting Research, Bentley House, 
Euston Road, London, W.1., England; 
The Accounting Review, College of Commerce 
and Administration, Ohio State University, 
Columbus, Ohio, U.S.A.; 

The Canadian Chartered Renonant. 69 Bloor 
Street East, Toronto, Canada 


P.O. Box 5039, 
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of Journals 


The Controller, 1 East 42nd Street, New York, 
U.S.A.; 

The Cost Accountant, 63 Portland Place, Lon- 
don, W.1., England; 

Cost and Management, 66 King Street East, 
Hamilton, Ontario, Canada; 

The Illinois Certified Public Accountant, 208 
South La Salle Street, Chicago, Illinois, 
U.S.A.; 

The Internal Sater: 120 Wall Street, New 
York, U.S.A 

The Journal of ee 270 Madison 
Avenue, New York, deg 

N.A.C.A. Bulletin, 505 Park Avenue, New 
York, U.S.A.; 

The New York Certified Public Accountant, 
677 Fifth Avenue, New York, U.S.A.; 

The South African Accountant, 1000 Mansion 
House, Field Street, Durban, South Africa. 
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Official Report 


Australian Society of Accountants 
Meetings of General Council 


EETINGS of the General Council 
were held in Sydney from April 
18 to 20 and were attended by Mr. C. R. 
Hicking, President, and Messrs. L. A. 
Braddock (S.A.), G. L. Brodrick 
(W.A.), R. F. Butt (Qid.), J. G. 
Cooper (Tas.), C. K. Davies (Vic.), 
A. E. Dent (N.S.W.), J. H. Devitt 
(Qid.), J. E. England (Qid.), Sir 
Alexander Fitzgerald (Vic.), Messrs. 
G. E. Fitzgerald (Vic.), G. F. George 
(S.A.), R. E. Gregory (Vic.), J. M. 
Groom (W.A.), W. P. Henson (N.S.W.), 
O. H. Paton (N.S.W.), and the General 
Registrar. 


The main features of the year’s work 
were described in the annual report of 
General Council. These revealed a 
widening scope of activities and ser- 
vices and an increasing participation of 
members in the work of the Society. 
They revealed also that a number of 
major policy decisions had been reached 
during the year. 


Although General Council meets once 
a year only, a great amount of business 
is transacted between meetings through 
the medium of its standing committees. 
There are seven of these committees 
and, with the exception of the Execu- 
tive and Finance Committees, each of 
them contains members other than 
members of General Council. Opportu- 
nities are thus provided for greater 
numbers of members to contribute to 
the development of their profession. 
In addition, several matters came 
directly before General Council as a re- 
sult of suggestions made by individual 
members. 


Apart from spreading the work of 
policy-making, the committee system 
enables all major proposals to be 
thoroughly investigated before deci- 
sions are reached. The conclusions of 
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the various committees are submitted 
to General Council in the form of writ. 
ten reports which supply the essential 
data and reasons for each conclusion, 
Many items can thus be dealt with in 
a minimum of time without risk of 
error. 


As members have been informed in 
the annual report of major develop 
ments during 1954, these notes have 
been confined to subsequent deci- 
sions. In order to keep the notes within 
reasonable compass, administrative and 
minor matters have been omitted and 
particular attention has been given to 
plans for the development of research. 


Australasian Institute of Cost 

Accountants 

Arrangements for a closer relation- 
ship with the Australasian Institute of 
Cost Accountants were approved by 
General Council. Further details of 
these arrangements will be supplied to 
members as soon as questions of pro 
cedure for submitting them to members 
of the Cost Institute have been worked 
out, 


Registration of Accountants 


It was reported to General Council 
that a comprehensive Bill for the regis- 
tration of both practising and non- 
practising accountants had been sub 
mitted to the Victorian Government. 
Subsequent political developments de 
layed further progress. In the meal 
time, copies of the Bill are being col 
sidered by Divisional Councils in other 
States with a view to the introduction 
of uniform legislation. The amendment 
of the Public Accountants Registration 
Act of Queensland enabling the exam 
nations of the Society to be reco 
for the purpose of registration wa 
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noted by General Council with satis- 
faction. 
New Zealand Society of Accountants 
The President (Mr. C. R. Hicking) 
reported on the Convention of the New 
Yealand Society of Accountants held at 
Dunedin in March. He was thanked for 
the manner in which he had repre- 
sented the Australian Society of 
Accountants and for his report on his 
discussions with representatives of the 
New Zealand Society. 


Association of Certified and Corporate 

Accountants 

Mr. L. A. Braddock reported on cur- 
rent developments in accountancy 
education and research in England, and 
on the jubilee celebrations of the Asso- 
dation at which he represented the 
Society. He was thanked for his com- 
prehensive report which was referred 
tothe Executive Committee for detailed 
consideration. 


Representation outside Australia 

General Council has approved of the 
appointment of a Committee of Advice 
and a Local Representative at Hong 
Kong, along the lines of a similar re- 
presentation established at Singapore. 
These arrangements will enable closer 
supervision to be exercised over exami- 
mations and membership in those 
countries. 
Professional Conduct 

General Council has decided that re- 
ports of cases of professional conduct 
dealt with by Divisional Councils (with- 
out disclosing the names of the mem- 
bers concerned) shall be published in 
The Australian Accountant. This course 
was decided upon so that members 
generally might become better informed 
of the application and implementation 
of the Articles and By-Laws relating 
t professional conduct. 


Permanent Accommodation for the 
Society 

General Council has asked the Execu- 

tive Committee to keep under review 

the possibility of purchasing buildings 

m the various capital cities as perma- 

nent centres for the Society’s activities. 
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Finance 

A number of financial statements, in- 
cluding those of the Accountants Pub- 
lishing Co. Ltd., were submitted to 
General Council for consideration. It 
may be of interest to members to know 
that the finances of General] Council and 
of all divisions are kept under review 
by means of budgets prepared at the 
beginning of each year. These budgets 
are revised later in the year in the light 
of subsequent developments. The sur- 
pluses of each Division are transferred 
to General Council and the funds thus 
provided are used to meet the overall 
costs of conducting the affairs of the 
Society. The system takes cognisance 
of the fact that the Society is an Aus- 
tralia-wide body and that, as far as 
possible, members are entiiled to equal 
services, wherever they may reside. To 
ensure that the affairs of the Society 
are conducted on the most economical 
basis, a survey is being made of office 
procedures, and the practice of dispens- 
ing with receipts for subscriptions 
paid by cheque or money order, except 
upon specific requests of members, is 
being tried out in Victoria. 


Examinations in New South Wales 


Discussions were held during the 
year with the Public Accountants Re- 
gistration Board of New South Wales 
on means of avoiding a duplication of 
examinations under an arrangement 
which would preserve the traditional 
place of accountancy organisations in 
the examination system and enable the 
Board to discharge its responsibilities 
under the Registration Act. An ar- 
rangement has been worked out where- 
by examinations of the Institute of 
Chartered Accountants in Australia 
and the Society in New South Wales 
will become the examinations of the 
Board. As the examinations of these 
bodies will be held conjointly with those 
of the Board, a candidate will be able 
to satisfy the requirements of either 
body and the Board at the one examina- 
tion. Society examinations will be set 
and marked by Society Examiners for 
the whole of Australia as at present, 
but the New South Wales papers will 
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bear the joint imprint of the Society 
and the Board. 


The above arrangements were for- 
mally approved by General Council, 
which decided that they should come 
into operation with the October, 1955, 
examinations. Mr. O. H. Paton was 
thanked for his assistance in bringing 
the arrangement about. 

A circular setting out further details 
of the arrangement has been sent to all 
students and coaches in New South 
Wales. This points out that, although 
the Registration Board will be conduct- 
ing joint examinations with the Char- 
tered Institute and the Australian 
Society, a person who has completed the 
examinations of either body will not 
be deemed to have passed the Board’s 
examinations unless he is registered as 
a candidate of the Board. 


Examinations Generally 

To give greater emphasis to the study 
of auditing, General Council decided 
that one of the three papers in 
Advanced Accounting and Auditing of 
Stage 3 of the Society’s examinations 
will, in future, be devoted to auditing 
with a separate pass. The scope of the 
separate paper, to be entitled “Auditing 
and Business Investigations,” and the 
amas recommended will be as fol- 
ow: 


Ethics and etiquette of the accoun- 
tancy profession. 

Audit of company accounts, including 
holding companies. 

Statutory requirements of Companies 
Acts regarding accounts and audit. 

Divisible profits and dividends. 

Form and content of published ac- 
counts. 

The duties and responsibilities of 
auditors, including a general know- 
eldge of the effect thereon of the 
principal legal decisions. 

Audit programmes and special fea- 
tures of the audit of various classes 
of business. 

Investigations. 

Auditors’ reports. 

Audit working papers. 
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Valuation of goodwill. 


Valuation of shares in companies, onan 


Audit of trust accounts. 


Textbooks Recommended 
Auditing Theory and Practice—trigh, 
Principles and Practice of Auditing 

—de Paula. 

General Council approved also of 
changes in textbooks recommended for 
reading for some subjects, together 
with an expansion of the scope of Bank. 
ruptcy in Commercial Law. Full é& 
tails of these arrangements have bee 
sent to all candidates and coaches. 


Accounting Research 

At its meeting in May, 1954, General 
Council approved of a general approach 
to accountancy research by the Society, 
and of the appointment of a full-time 
Research Officer and Editor. Follow. 
ing this appointment, plans could he 
made for an expansion and intensifica- 
tion of the research work of the Society. 
On the recommendation of the Central 
Accounting Research Committee, Gene 
ral Council approved the following 
general plan of research: 


(a) The immediate object of the 
Society is the production of a se 
of statements on accounting prac- 
tice. 


Each statement on accounting 
practice will be issued as a sepa 
rate pamphlet, in a form suitable 
for inclusion in a loose-leaf binder. 


Statements on accounting practice 
will be issued as emanating from 
the Accounting Research Commit 
tee, and will not purport to repre 
sent the official views of the Society, 
unless General Council decides that 
a particular statement should bk 
issued as an official statement. 


(d) Results of research work may bk 
published in any or all of the fol 
lowing forms: 

(i) a pamphlet written by one or 
more persons at the request 
of, or under the sponsorship 
of, the Central or a State Re 
search Committee and pw 
lished under that persons 
name; 


(b) 
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(ii) a pamphlet produced by a 
State Research Committee 
and published under the 
name of the State Committee, 
with an indication of those 
members who respectively 
assent to, or dissent from, all 
or any of the views expressed 
in the pamphlet; 

(iii) a pamphlet produced by the 
Central Research Committee 
under the name of the Cen- 
tral Committee, with an in- 
dication of those members 
who respectively assent to, 
or dissent from, all or any of 
the views expressed in the 
pamphlet ; 

(iv) a statement issued with the 
endorsement of the General 
Council of the Society. 4 

() Results of individual and commit- 
tee research will be published in 
the form of statements on account- 
ing practice only if the Central 
Research Committee so determines, 
and when published will state 
whether or not they are endorsed 
by the Central Committee. 

() Statements on Accounting Prac- 
tice should be prepared on the fol- 
lowing topics, with priority to be 
given to the first three: 

(i) Accounts of holding and sub- 
sidiary companies; 

(ii) Stock valuation methods; 

(iii) Accounting for hire pur- 
chase; 

(iv) Branch accounts; 

(v) Stock turnover of various in- 
dustries ; 

(vi) Distribution costs; 

(vii) Direct costing; 

(viii) Mechanised accounting; 

(ix) Validity of short-term profit 
statements. 

(In addition to the above, work is 

proceeding on the preparation of a 

statement on the accounting pro- 

Visions of the Companies Act by a 

committee in Victoria.) 
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So that as many members as possible 
may be given the opportunity of par- 
ticipating in the research work of the 
Society, the Central Accounting Re- 
search Committee expressed the hope 
that more than one research committee 
would be appointed in some Divisions, 
including Branch Committees. In order 
to co-ordinate research carried out 
within each Division, General Council 
has decided that, where necessary, a 
State Research Committee be consti- 
tuted in each Division as an organising 
committee, with authority to form as 
many committees as may be needed to 
undertake particular research projects 
in its Division. 


Technical and Social Activities 


General Council was glad to learn 
that a greater number of technical and 
social meetings was arranged in 1955 
than in the previous year. Apart from 
annual meetings combined with social 
evenings, there were technical lectures 
—Victoria 7, Queensland 6, South Aus- 
tralia 4; Research lectures—Victoria, 
New South Wales, Queensland and 
South Australia; memorial lecture— 
Western Australia; luncheons—Vic- 
toria 10, New South Wales 6, Queens- 
land 5 and Western Australia 6; sport- 
ing events—Victoria 2. Two study 
groups continued to meet in Victoria, 
and members of the Society partici- 
pated in the series of lectures arranged 
by the Accountants and Secretaries 
Educational Society of Queensland. 
Church services were arranged in Vic- 
toria, New South Wales, Western Aus- 
tralia, South Australia (in conjunction 
with the Convention) and in Tasmania. 

As copies of a report of the Mem- 
bership Committee, outlining possible 
extensions of meetings and services 
were not distributed to Divisional Coun- 
cils until the middle of last year, time 
has not permitted various plans of Divi- 
sional Councils to be fully implemented. 
General Council expects that the newly 
elected Councils in the various Divi- 
sions will give this sphere of work their 
early attention. In this regard, Gene- 
ral Council was glad to learn that 
family circle groups were being well 
attended this year in Victoria, and that 
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GENERAL COUNCIL MEETINGS — Continued 


a very successful week-end conference 
of New South Wales members had been 
held at Orange. 


Life Membership 

The distinction of Life Member was 
conferred on Messrs. C. R. Hicking, 
first President of the Society; J. Wal- 
lace Ross, member of the Victorian 
Divisional Council of the Society; G. E. 


Fitzgerald, O. H. Paton, R. F. Butt ay 
R. E. Gregory, memers of the fr 
Executive Committee of the Socie). 
for their outstanding services to * 
accountancy profession and to th 
Society. It was noted that the distiy, 
tion of Life Member had already beg 
conferred by a former Institute on gy 
Alexander Fitzgerald, also a member ¢ 
the first Executive Committee of th 
Society, for his outstanding services 
the accountancy profession. 





Accounting Research 


Effects of Inflation on 
Company Finance 


RESEARCH group of the South 

Australian Division of the Aus- 
tralian Society of Accountants has been 
formed to work in co-operation with 
members of the Economics Depart- 
ment of the University of Adelaide in 
investigating the effects of inflation on 
company finances. As part of this in- 
vestigation a questionnaire approach 
is being made to all South Australian 
public companies with a view to ascer- 
taining :-— 

(a) the action taken by companies 
to counteract the effects of in- 
flation ; 
the additional amounts (if any) 
that should have been set aside 
out of profits to provide for in- 
creases in the replacement costs 
of fixed assets and stocks dur- 
ing each accounting period since 
1945-46. 

The research group is interested in 
aggregate figures for all companies, 
and will ensure that individual com- 


(b) 
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panies cannot be identified when t 
results are consolidated. Replies 
be regarded as strictly confidential; t 
help ensure secrecy, a code number! 
been placed on the questionnaire, tl 
key of which is known only to the 
venor of the research group. 


Members of the Society and reade 
of this journal who receive the que 
tionnaire are requested to co-operal 
by completing it to the best of 
ability. The importance of 4 wit 
understanding of the effects of inl 
tion cannot be over-emphasised. _ 
recent years, the incidence of capil 
erosion in Australian industry has 
ceived much publicity, but statiste 
evidence of its effects has been /ackil 
If this investigation should help ® 
medy that situation, it might have ™ 
portant implications for governme 
policy (e.g., in the field of income t& 
as well as for business policy (eg. 
the fields of pricing and divide 
policy). 
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News and Notes 


Australian Society of Accountants 


VICTORIAN DIVISION 


leture Series—“Money and How to Get It.” 
During the month the Division held a series 
of lectures on the subject of “Money and 
How to Get It”. The lecturers were Mr. R. B. 
Roscoe, State Manager, National Bank of 
Australasia Ltd., who spoke on “What Do We 
Want and What is Available?”; Mr. R. S. 
Clayton, Partner, J. B. Were and Son, who 
spoke on*““Where and How do We Get It?”; 
ad Mr. R. E. Gregory, Director and Secre- 
ary of the Myer Emporium Ltd., who spoke 
m “How Do We Control its Use?”. A total 
od $48 attended the series, 275 being mem- 
bers and 73 non-members. 
At the end of each lecture a period was 
for questions and some lively and 
stimulating discussion ensued. 


Monthly Luncheon 

“The University and the Community” was 
the title which Professor Zelman Cowen, Dean 
d the Faculty of Law, used for a very in- 
resting address to members of the Society 
st the monthly luncheon. 


In view of the current appeal for funds for 

te maintenance and improvement of the 
thiversity, Professor Cowen’s address was 
dubly interesting. 


Winter Series of Lectures—“Incentives as an 
Aid to Administration” 
American opinion is that the problem of 
wtrolling costs in the factory is nearly 
wlved except that the expense of controlling 
tse costs threatens to become an equally 
tary burden for the economy to bear. at 
St be done about this problem? The 
uswer is to reduce the cost of management 
ing efficiency. Incentives for man- 
wement may be the method of overcoming 
itis problem. With a view to helping mem- 
to form their own opinions, Divisional 
has planned a series of lectures to 
place on 1, 4 and 9 August, 1955. 
speakers will all be men with a practical 
®proach to the problem, who will give illus- 
Mtive examples within their own experi- 
te of the results of incentive schemes. 
Members will shortly receive a notice of 
ttis series, 
‘Tmily Circle” Discussions 
May discussion was on the subject of 
ils mics in the Office,” a more ambitious 


le than “Punched Card Accounting” as 
tginally planned. Mr. R. R. Raeburn off 
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International Business Machines Pty. Ltd., 
who was the speaker, proved that in a short 
lecture the interest of the audience could be 
captured and turned into enthusiasm. Mr. 
Raeburn illustrated his talk with lantern 
slides showing the modern equipment that 
was being used in U.S.A. 

One of the most interesting features of Mr. 
Raeburn’s talk was his advice on what accoun- 
tants could do now to prepare for the intro- 
duction of electronic devices in their offices. 
Simplification of procedures and the stan- 
dardisation of forms would provide a sound 
basis on which to work. 


Divine Services 

The Annual Divine Services were again 
well attended. At St. Paul’s the speaker after 
Evensong was Rev. J. D. McKie, Bishop of 
Geelong; and at St. Patrick’s, after Mass, 
Rev. Fr. Durkin gave a most interesting 
address. 


Personal 

Mr. L. G. Prichard, A.A.S.A., has been 
admitted to partnership with Mr. E. J. 
Edwards, Chartered Accountant (Aust.), of 
118 Queen Street, Melbourne, from 1 July, 
1955. The firm name will be E. J. Edwards 
and Prichard. 

Messrs. W. Kirkhope, F.A.S.A., and L. A. 
Schumer, F.A.S.A., have been appointed to 
the Commonwealth Government’s Board of 
Business Administration. They succeed Sir 
Alexander Fitzgerald, O.B.E., B.Com., 
F.A.S.A., who resigned from the Board fol- 
lowing his appointment to the G. L. Wood 
Professorship of Accounting in the University 
of Melbourne, and Mr. A. C. Wigan, who has 
been appointed deputy chairman of the Board. 

Mr. Malcolm Evans, A.A.S.A., has been 
elected to the Council of the Royal Auto- 
mobile Club of Victoria. 

General Council has conferred the distinc- 
tion of life membership on three members of 
the Divisional Council—Messrs. J. Wallace 
Ross, G. E. Fitzgerald and R. E. Gregory. 


Bendigo Branch, 

Mr. R. W. Robertson, B.Com., A.A.S.A., 
Director of Studies of Hemingway Robertson 
Institute, addressed members at a meeting 
held to discuss the April, 1955, Accountancy 
examinations. 

The Branch Council has selected Manage- 
ment Accounting as the subject for discussion 
at a series of meetings to be held during the 
latter part of the year. 
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NEWS AND NOTES — Continued 


NEW SOUTH WALES DIVISION 


Personal 

Mr. Frank H. Smith, A.A.S.A., has com- 
menced practice in partnership with Mr. 
Allen J. Webb under the firm name of Smith, 
Webb & Co., Chartered Accountants (Aust.), 
10 Martin Place, Sydney. 


His Excellency the Governor, with the ad- 
vice of the Executive Council, has, in accor- 
dance with the provisions of Section 227 (2) 
of the Companies Act, 1936, approved of the 
appointment of Mr. John Ramsay Partridge, 
F.A.S.A., as a fit person to be available to 
act as liquidator, if appointed so to act by 
the Court, or in a voluntary liquidation, in 
lieu of Mr. R. D. Mayne, deceased. 


QUEENSLAND DIVISION 


Office Bearers, 1955 

At a meeting of the Divisional Council held 
on 26 April, 1955, Mr. John H. Devitt, 
F.A.S.A., was elected State President for the 
current year; Mr. R. F. Butt, F.A.S.A., Vice- 
President; and Mr. W. T. Reid, F.A.S.A., 
State Treasurer. 


Members’ Luncheons 

The Divisional Council resumed the series 
of monthly luncheons for members in Bris- 
bane on 28 April. As usual, the luncheon 
was held in the Maple Lounge, Edward 
Street, Brisbane. The speaker on this occa- 
sion was Brigadier J. L. Amies, O.B.E., E.D., 
Commander, 7 Infantry Brigade, C.M.F., and 
his subject “Soldiering in the Atomic Age” 
held much interest for members, many of 
whom had served in either the first or second 
World Wars. 


The speaker traced the effect of new 
weapons on the conduct of military opera- 
tions in wars of the past, and outlined the 
role of the soldier in an atomic war, should 
one develop. He gave members a graphic 
description of the effects of atomic weapons, 
both on the forces in the field and on towns 
and cities, and pointed out the lessons to be 
learned by commerce and industry if they are 
to avoid the maximum effect of such devas- 
tating weapons. 


Members were heartened to hear that the 
consternation and alarm, sometimes felt 
when the subject of atomic weapons was dis- 
cussed, were also experienced by people as 
far back as the fourteenth century, when the 
first demonstration of the explosion of gun- 
powder was witnessed. Yet nations had sur- 
vived the effects of gunpowder in its various 
forms leading up to the mass air raids of the 
last war. He had no doubt, said the speaker, 
that they would also survive the new threat 
presented by atomic explosions if such 
weapons were used in a future war. There 
was some hope, he said, that just as gas 
outlawed itself in the last war, so might the 
atomic weapon outlaw itself in the next. 
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Mr. R. B. Loxton expressed to the 
the appreciation of all present for an inter. 
esting and informative address. 


Educational Group 


The Committee of this Group has planny 
the remainder of this year’s activities as unde 
and has provisionally fixed the dates for th 
second ednesday evening in the month 
concerned :— 

July: Lecture and Discussion—Applicatin 
of Punch Card Procedures for Small Busi 
nesses. 

August: Symposium—Internal Auditing. 

September: Strip Film Demonstratiog_ 
Business Writing for Accountants. 

October: Lecture and Discussion—Legy 
Aspects of Secretarial and Accountancy Prag. 
tice. 

November: Lecture and Discussion—Picto 
graphical Presentation of Accounting Data. 

The first two activities of the Group for 
the year have already been held, namely: 

April: Mr. A. S. Donnelly, A.A.S.A,, pre 
sented a paper dealing with the preparation 
of Financial Statements. He chose as his title 
“Bringing Figures to Life,” and demonstrated 
just how effectively this might be achieved. 

June: Members enjoyed a Question Night 
when questions on the subject “Currmt 
Accounting Problems” were answered by a 
panel of five. ? 

Members, not on the mailing list of th 
Educational Group, who are interested in any 
of the above activities, should communicate 
with the State Registrar, Empire Hous, 
Wharf Street, Brisbane; telephone, FA 1683. 


Additions to Libraries 

Brisbane: 

Some Accounting Terms and Concepts: The 
Institute of Chartered Accountants in Eng- 
land and Wales. 

1 Essays in Accounting Theory: F. Sewell 


ray. 

Accounts for Management: British Institute 
of Management. ; 

Management Accounting: The Institute df 


Chartered Accountants in England an 
Wales. 
Management Accounting: Association of Ce 
tified and Corperate Accountants. 
Garses . Accounting and Administration: E. V. 
arber. 

Accountancy Ratios in Theory and Practice: 
Bradbury B. Parkinson. } 
Group Accounts and Holding Companies: A 

Macbeath and A. J. Platt. 
Accountants’ Fees and Profits: R. Sproull. 
Internal Auditing: W. W. Bigg and J. 0 
Davies. 
Studies in Management Techniques: 6. ¥. 


Briggs. 
Commercial Credits and Accounts Collection: 
Cuthbert Greig. ¥ 
Stock Srey and Storekeeping: British 
stitute of Management. 3 
Productivity Report—Industrial Engineering: 
Anglo-American Council on Prod : 
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ews AND NOTES — Continued 


taxation and Incentive: Lady Rhys-Williams. 

The Valuation of Goodwill: Incorporated 

Accountants’ Research Committee. 

The Principles and Practice of Management: 

fd. E. F. L. Brech. 
— in Australia, 2nd Ed.: R. E. 
eill. 


‘ownsville : 
. Tax in Australia, 2nd Ed.: R. E. 
Yodern Secretarial Practice: Frank W. Perks. 


Rockhampton : 
Pa ax in Australia, 2nd Ed.: R. E. 
eill. 


Personal. 

Mr. E. W. Heindorff, F.A.S.A., has accepted 
the appointment of Secretary to the Property 
Qwners’ Association of Queensland. 


S0UTH AUSTRALIAN DIVISION 
leture Series 
The Divisional Council has arranged a 
eres of four winter lectures to be held dur- 
ing the months of June, July, August and 
September. Details of these lectures will be 
= to members prior to the date of 
one. 
Other activities for the year are under dis- 
msion and details will be made known to 
members as soon as possible. 


library 

Members are informed that this Division is 
ttaining copies of the Practice Notes issued 
by the Society of Incorporated Accountants, 
England. These booklets deal with a wide 


range of topics and include the findings of 
the various Committees and Research Groups 
of the Society. The information contained in 
the booklets is a guide and education to all 
rsons engaged in accountancy work, and as 
ssues are received, notification of topics 
covered will be published in these notes. 


Other overseas publications available to 
members are The Journal of Accountancy and 
N.A.C.A. Bulletins (U.S.A.) and The Accoun- 
tant (England). 

Personal 

The Bank of Adelaide announces the fol- 
lowing appointments: Mr. C. - Barnes, 
F.A.S.A., Secretary of the Bank and Secre- 
tary of the Bank of Adelaide Provident Fund; 
Mr. W. P. Wright, A.A.S.A., Sub-Manager, 
Adelaide Office; and Mr. S. P. Fisher, 
A.A.S.A., Accountant, Adelaide Office. 

Messrs. G. E. Pryke, A.A.S.A., and M. L. 
Dennis, A.A.S.A., left Adelaide last month to 
attend the 38th Annual International Labor 
Conference at Geneva. Mr. Pryke is Secre- 
tary of the South Australian Employers’ 
Federation and Mr. Dennis is senior inves- 
tigating officer of the South Australian Public 
Service Commission and the Department of 
Industry. They will be attached to the Com- 
monwealth delegation as advisers. 


WESTERN AUSTRALIAN DIVISION 
Personal 

Mr. F. R. Matthews, A.A.S.A., formerly of 
the W.A. Trustee, Executor and Agency Co. 
Ltd., has joined Messrs. A. B. Pearce, 
A.A.S.A., and A. R. Foyster, A.A.S.A., in the 
firm of Pearce, Foyster & Co. 


Australian Accountants Students’ Society 


VICTORIAN DIVISION 


Annual Meeting 
The second Annual Meeting of the Society 
ms held on Monday, 6 June. A full report 
vill be published in the July issue. 

hiy Meeting 

On Monday, 18 July, 
Com. D.P.A., A.A.S. 


Mr. W. E. Crowe, 
A., will speak on 
Aonetary Theory and Practice”. This meet- 
tg will be held as usual in the General 
Keting Room, Chamber of Manufactures, 
12 Flinders Street, Melbourne, at 6.00 p.m. 


80UTH AUSTRALIAN DIVISION 
imal Meeting 
The Curzon Theatrette, Gawler Place, 
Midaide, was the setting for a combined 
Social and Annual General Meeting on 23 
ly. Fifty members of the Society were 
Msent and it is pleasing to record that there 
"a good representation of the Divisional 
l of the Australian Society of Accoun- 
in Messrs. G. F. George, C. L. Har- 
J. A. Keenan, D. P. Williams and 
te Registrar, Mr. J. Rolfe Sabine. 
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Their interest in this function was appre- 
ciated by the students. 

The President’s Report and financial state- 
ments as circulated to members were received 
and adopted. New members of the Commit- 
tee for the ensuing year are Messrs. P. M. S. 
Gricks, C. Halliday, R. G. Hixon and R. B. 
Jamieson; continuing members being Messrs. 
H. E. Y. Bell, K. S. Ling, B. J. Farmer, 
W. B. Wreford and B. A. Howie. Mr. A. S. 
Gurry was re-elected Auditor. 

The Divisional Council of the Australian 
Society of Accountants has appointed Mr. 
D. P. Williams as its representative on the 
Students’ Society Council, replacing Mr. C. L. 
Hargrave, who ably filled this position dur- 
ing the year 1954-55, and to whom we extend 
our thanks for the assistance given. 

At the conclusion of the business, Mr. G. F. 
George gave a brief address in which he 
informed students of the steps which were 
being taken to advance the objects of the 
Society. Following this address, two films were 
shown: “The Heart of the Flinders,” by cour- 
tesy of the South Australian Government 
Tourist Bureau; and “The 1954 Redex Trial,” 
by courtesy of Dunlop Rubber Australia Ltd. 
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Australasian Institute 


VICTORIAN DIVISION 


Annual Meeting 

The Annual Meeting of the Victorian Divi- 
sion was held on 31 March last. A number 
of members were present and the business 
was formal. The report of the Council and 
the accounts of the Division were adopted, 
and the retiring auditor, Mr. R. R. Crozier, 
A.C.A.A. (Prov.), was re-elected. Three re- 
tiring members of the Council were re-elected 
and the meeting closed with an expression 
of appreciation to the Council for its services 
during the year. 


New Office-bearers 

The following Victorian General Councillors 
were elected in April: Messrs. J. E. Morten, 
A. H. Blamey, A. F. J. Sutherland and B. W. 
B. Ruffels. 


Tariff Board Lectures 

The Institute conducted a series of lectures 
in April and May, under the general heading 
of “Costs and Industry,” dealing with the 
operations and implications of the Tariff 
Board and tariff making. The meetings were 
well attended, and it is hoped that the lec- 
tures will eventually be published. 


Additions to the Library 
N.A.C.A. BULLETINS 
December, 1954, Section 1. Pages 
A Look at Short- and oe Term Sales 
Forecasting .. . 
Conducting a Centinnoes Cost ‘Control 
Offensive .. 
Solving a Problem in ’ Distribution Cost 
Analysis .. . ap 9 
Pricing for Return on lervestunent «asl » «ae 
Perspective on the New Renegotiation Act 7 
Process Costing of Shell Manufacture .. 13 
How a Super Market Chain Started Bud- 
geting .. . UES 2b (ee, ae Oe” Oe 
You Don’t Need to “Snowball” Burden 
et 
The Costing of Unfinished Joint Produets 
Control Numbers for nes tg rye: _ ee 
ment Costs . 


December, 1954, Section 3. 
Presenting Accounting Information to 
Management .. we? Ylolgoretvs 
Contents :— 
Coordinating Accounting Reports with 
the Company Organisation Plan. 
A. Reporting to Top Management. 
B. Reporting to Middle Management. 
C. een to Supervisors and Fore- 


Making Effective the Communication 
of Accounting Information to Manage- 


men 
A. Trends in Reporting. 
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of Cost Accountants 


B. Fields of Usefulness for Individual 
Communication Media. 
C. Combining Media for More Effective 
Communication. 
D. Economie Considerations in Re- 
porting. 
January, 1955, Section 1. 
Direct Costing in Perspective .. .. .. 
Forging the Tools of Cost Control .. .. 
Useful Activity Indexes by Inventory 
Fractionation .. . 
Accounting for Fixed Assets by Cost Ele. 
ments . 
Capsule Cases in Statistical Cost ‘Control 
Production Costing in a Pharmaceutical 
Company .. 
Costing Tricot Fabrics for Pricing Pur- 


poses 

A "Standard Hour Incentive in a Service 
Company . 

Accounting Principles ‘and Pension Costs 

Executive ~ eee amarante veneered of Con- 
midewaliete sic. oes: 22 ailleon 

February, 1955, Section 1. 

How Standard Costs Help in Managing 

Distribution of Overhead with Electronic 
Computers .. 

A — Technique for Prorating De- 
livery Costs .. . 

Interpretative Use of Direct Sales Ad- 
vertising . 

Tracking Down ‘the Phantom Costs of 
Office Services .. 
Comparable “Fringe” Cost. Figures "for 
Foundries .. si 
The Task of System Management _— 
Procedure Write-Ups to be Read and 
Followed .. . 

Is Your Suggestion System | Making 
Money? .. 

A Start on Developing ‘Cost Personnel . 


SOUTH AUSTRALIAN DIVISION 


Annual Meeting 


The Annual General Meeting of the South 
Australian Division was held on 14 April, 
1955, when two new Councillors, Messrs. F. 
R. Harris and M. L. Dennis, were elected. 
Mr. D. H. Pickering, State President, did 
not seek re-election. 


At the first meeting of the Divisional 
Council held on 14 April, subsequent 
the Annual General Meeting, Mr. 0. L. Wil 
son was elected State President, and “ite. J. 
N. Keynes was appointed to represent the 
Division at the meeting of General Coundl 
held in Melbourne on 30 May. 


At this meeting it was decided to record 
the ap reciation of members of the long and 
valuable service rendered to the Institute by 
the former State Registrar, Mr. O. H. Walter 
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George Leslie Murray, F.A.S.A., 

PCA. F.C.LS. 

The accounting and secretarial pro- 
fessions suffered a grave loss in the 
death in May of George Leslie Murray. 
The circumstances of his death were 
very sad. He had retired from active 
business in his sixty-fifth year and had 
sailed on the “Strathmore” for Eng- 
land on 26 April with Mrs. Murray. He 
died suddenly on board ship a few days 
out of Perth and was buried at sea. 


Mr. Murray was a Victorian Council- 
lor and past Chairman of the Chartered 
Institute of Secretaries. For some 
years he served on the Australian Coun- 
cil of the Secretarial Institute. He was 
a Fellow of the Australian Society of 
Accountants and was one of the 
pioneers of the Australasian Institute 
of Cost Accountants, of which he was 
an Honorary Member and had been 
for two separate periods Australian 
President. 


The greater part of Mr. Murray’s 
business life was associated with James 
Miller & Co. Pty. Ltd., one of Aus- 
tralia’s leading rope and cordage manu- 
facturers, of which he was Director and 

. His only major break from 
this company was during World War II, 
when he was seconded for war-time 
duty with the Department of War Or- 
ganisation of Industry. 


He was a senior layman and an active 
committee-man of the Church of Christ, 
ad was President of the Burwood 
Boys’ Home and a great admirer of 
Youth. 

_Tohis widow and four children living 
indifferent parts of Australia, we offer 
our sincere sympathy and gratitude for 
life which has been an outstanding 
example to members of the profession. 
All Institutes were represented at a 


Obituary 


Memorial Service held at the Church of 
Christ, Lygon Street, Melbourne, on 29 
May, when Mr. V. L. Gole, State Presi- 
dent of the Australian Society of 
Accountants, spoke in tribute to Mr. 
Murray’s life and service. pe 


John Thomas Pinner, O.B.E., F.A.S.A. 


The death occurred in Canberra on 
17 May, 1955, of Mr. J. T. Pimmer, 
O.B.E., F.A.S.A., retired Commonwealth 
Public Service Commissioner. 


The late Mr. Pinner had been a Fel- 
low of the former Commonwealth 
Institute of Accountants for many 
years, and took an active interest in 
the formation of the Canberra Branch. 
At the inaugural meeting of the Branch 
in April, 1940, he was appointed Chair- 
man, an office which he filled with dis- 
tinction until the end of 1948. Mr. 
Pinner was also chairman of the first 
meeting in Canberra of the Australian 
Society of Accountants. 


Before joining the Commonwealth 
Public Service in 1921, Mr. Pinner had 
practised as a public accountant in 
Adelaide for five years. During his 
public service career, he occupied seve- 
ral important positions in the fields of 
accounting and personnel management 
before his appointment in 1947 as 
Commissioner of the Public Service 
Board, the position from which he re- 
tired in November, 1953. 


Jack Pinner, as he was familiarly 
known to many Canberra residents, was 
characterised by zeal for public service 
in the broadest sense. This was recog- 
nised during the visit to Australia of 
Her Majesty the Queen in 1954, when 
he was invested as an Officer of the 
Order of the British Empire. 

A.H.W. 
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A Pessimist is Born 


Our grandson, aged eleven years, is 
a pessimist. His attitude is not a pro- 
duct of environment as his is an ex- 
tremely happy one. The boy has seen 
the fairies; he knows almost nothing 
about money; his health is troublesome 
enough to know what it is to feel well. 
With circumstances so favourable the 
blame for pessimism cannot be placed 
upon environment. We must seek the 
cause of it in his Saxon-tainted here- 
dity. 

My wife is Southern English—a 
people whose gifts and qualities make 
them probably the salt of the earth. 
They have the “gift of courage”’—#il 
dono di coraggio; a stubborn cheerful- 
ness in adversity; a generosity and 
kindness to the stranger and a toler- 
ance of his ways. No wonder London 
has been the City of Refuge for Europe 
throughout the centuries. But they 
sometimes madden the superior Celt 
with that streak of pessimism which 
will not allow them to digest beliefs 
without a pinch of salt, and salt is so 
bad for the arteries. In brief, they 
lack Enthusiasm. 


My son-in-law is a mixture of both 
races, and the result is curious. Asa 
geologist he must have the gift of 
Enthusiasm. His work demands that 
hope shall triumph over experience. 
But he also has the gift of an undeviat- 
ing honesty which keeps his enthus- 
iasm within proper bounds. The re- 
sult of these somewhat incompatible 


gifts is that he reserves his 
enthusiasm for his work and } 
pered pessimism for everythin 
in his life. These attitudes mi 
illustrated by his vegetable g 
Three years ago, his idea of 
vegetables was to plant the see 
leave the rest to nature. He } 
that if a crop failed; well, 4 
next time. Time has taught 
has become a real vegetable 
his crops are bountiful and he 
weed or pest lurks in their 
As a result of this growth in g 
son-in-law has almost destroy 
happiness. He has become thé 
of all pessimists—a weather pes 
On every tomorrow his crops 
with the heat in summer and 
frost during the rest of the ye 


The point of this long-wind 
ground is that I have received 
from my daughter in which she 
“David is certainly learning a 
term; it seems to be much 2 
vanced work than last year. 
has homework most nights. 
another job for me, supervising & 
sisting he does his homework ¢& 
and at the right time. The othe 
he had to begin sentences with 
specified adverbs, one being ‘at 
This was his inspiration: 


“*Anxiously he placed his ¥ 
front of the Headmaster and 
the bad news.’ } 


“A born pessimist, I told hit 
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